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INTE-ODUOTION. 


Before the advent of the British era the piogress ot 
currency institutions in India followed along the hnes of 
old eastern behef, viz., of full- value legal tender money. 
Tlie Government mints in pre-British da3^s simply assayed 
and tested the precious metals and cut the same into 
convenient sizes. The Government stamp added nothing 
to the value of a coin but onl3^ certified to its weight and 
purity There was no token metal or paper currency. 
This same cult was recognised and continued in the early 
British days.'' But when the conquests of science and 
the advance of modern ideas about economical forms of 
currency changed the old order of tlnngs and new beliefs 
and pnnaples gained ascendancy, the theory of full- 
value legal-tender money underwent a radical change 
and the present system of token metal and paper cur- 
rencies was mtroduced. 

The framers of the present currency system in India 
have steadily stnven to cast it on the lines of the latest 
accepted pnnaples of monetary science in B^ngland But, 
whereas, in England and elsewhere, the artifiaahties of 
a token currency are covered by the ample play of a 
genume, fuU-value, gold comage in the country, the 
currency poHcy of India is bereft of such assuagmg 
charactenstics The task of tracing and recording the 
currency history of India is full of diflftculties. It becomes 
exceedingly hard to trace events from point to point so as 
to record every successive development m the true hght 
of its own contemporaneous circumstances and keep it free 
from the reflections and influences of subsequent events, 
when, as m the case of India, the whole system is, to a 
great extent, the result of a series of experiments and has 
never been dehberately adopted as a consistent whole, 
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and when the authontjes themselves do not appear 
"always to have had a clear idea of the final object to 
‘ be attamed,’ 

In describing m detail the gradnal growth of the different 
branches of currency institutions m India I have endea- 
voured to present the offiaal view and actions m the 
most hberal hght and where the popular view differs 
from the of&aal one to give expression to the people s 
behefs and wishes with unflinching truth and straight- 
forwardness but m a spint of utmost moderation loyalty 
and respect. 

The currency system of the country has recently under- 
gone a process of examination at the hands of a Royal 
Commission. The Commission had not finished its 
labours when this work waswntten(inNovember-Decembcr, 
1913) hence its dehberations could not be embodied m 
proper places m the body of the book. To btmg this 
treatise up-to-date I subjom a brief resume of the Royal 
Commission s report and of its recommendataons 

As soon ns the appointment of the Commission was 
announced the Bengal Chamber of 
JSSJchtSSrSobSSS, Commerce wrote to the Government 
of Imha that the Committee of the 
Chamber were inchned to think that if 
the Commission intended to undertake an exhaustive 
enquiry mto the whole quesbon in its Indian aspects a 
visit to this country was imperabvc The Upper India 
Chamber of Commerce (Cawnpore) also supported this new 
But on the official pubUcabon of the Roj al Warrant it 
became clear that the cndencc would be taken m London 
This caused widespread disappointment m India as It was 
endent that considerabons of distance expenditure bmc 
and other condibons would render an adequate presentation 
of tlie Indian stand point before the Roi al Commission 
in London, impossible. The currenej ndministrabon pf 
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India had for some time been the object of great debate 
and criticism in India and, under such circumstances, a 
visit of the Commission to India and the hearing of evidence 
of the Indian public on an extensive scale, as m the case 
of Public Services Commission, would from the people’s 
point of view have greatly helped in a clearer comprehen- 
sion of the whole problem and would have gratified the 
popular sentiment. Since the conclusions of the Royal 
Commissioners are, unfortunately, in many important 
matters, at variance with the wishes of the people of this 
country, the disappointment caused by the omission of 
a tour in India has become ah the more keen. 

Looking through the evidence and the general tenor of 
the leading questions put to the witnesses, one discerns a 
spirit of restlessness with the criticisms and opimons 
urged by the exponents of the non-ofi 5 cial Indian point 
of view and of impatience with the labours and recommen- 
dations of the Currency Commission of 1898 in pomts 
where the current London money market mterests and 
views happen to differ from the views held by the Fowler’s 
Committee It was openly remarked that since the 
members of the Fowler’s Committee had very httle ex- 
perience to gmde them, their recommendations in regard 
to the extension of the use of gold in internal circulation 
might well be overlooked and that much importance 
need not be attached to their opimon. 

The Commission held, in all, 34 meetings and examined 
33 witnesses, classified as follows-^ — 


Representatives of the Government of India, in- 
cludmg the Hon’ble Sir James Meston 4 

Fx-o£&aals of the Indian Government (Sir Guy Fleet- 
wood Wilson, retired Fmance Member, and 
Mr. F. C Harrison, formerly Accountant 
General at Bombay) 2 


* Tbe fonnatlon and constitution of the Royal Commission on Indian Finance and CurrenoF 
and Its scope of enquiry are described In detail on pages 36-88 of this book 
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Representative of the Bank of England i 

Representatives of the Exchange Banks 2 

Officials and representatives of the India Office 9 
Representatives of the banking commeraal and 
financial interests in India 12 

Persons directly mvited by the Royal Commission, 
including Mr Moreton Frewen 3 

33 

The enquiry covered the following subjects — (i) the 
general balances of the Government of India and of the 
India Office m India and Rondon respectively (2) the 
sale of council drafts by the Secretary of State m Rondon 
(3) the Gold-Standard Reserve (4) the system by which 
the exchange value of the rupee is mamtamed (5) the 
provision of facilities m India for the coinage of gold , 
(6) the Paper Currencv Reserve {7) the financial orgam- 
sation and procedure of the India Office and (8) the 
question of the establishment of a Central or State Bank 
for India 

The Royal Commissioneis begm by observing that 
the first pnnciple to be borne m rmnd in any considera- 
faon of tile Indian finance and currcncj' sj^tcm is that 
'the balances of the Government of India m India and 
of the India Office in Rondon and the portions of the 
Gold Standard and Paper Currency Reserves located 
respectively m India and m Rondon, all represent in 
the last anolj’sis one smgle fund. The titles attached to 
•the constituent portions of tins fund indicate to some 
' extent the nature of tlic needs and habihbcs for which 
‘tlie fund as a whole is required to provide. 

The name attached to cacli portion indicates the 
pnmarj funebon of tliat porbon but neither m theory 
nor in pracbec have the separate porbons of the fund 
"been cnbrelj resened for the objects indicated by their 
"separate names " 
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The above exposition of the functions and objects of 
the currency and financial resources of the Government 
of India IS far from clear and definite 

The impression in this country is that every separate 
branch of the Fund has a defimte object in view and a 
specified function to perform The endeavours of the 
Ro 37 -al Commission, or of the Government authorities, to 
ascribe new and extra habihties to any of them, parti- 
cularly to the Paper Currency Reserve, has caused a 
feehng of bitterness and distrust 

The Gold Standard Reserve is beheved to be qmte 
sufficient to meet any strain on the stability of the ex- 
change value of the rupee. To look upon and earmark 
the Paper Currency Reserve, or any portion of it, as 
hable for the maintenance of exchange equihbnum 
is, under these circumstances, without any justification 
and a source of needless irritation to the people, who 
naturally regard it as their own money held in trust by 
the Government as secmity for the Paper notes, which 
the modern conditions of life render it more convement 
for them to use m their day-to-day transactions. 

If at any time it is found that the Gold Standard Re- 
serve is not sufficient to mamtam exchange m a time 
of emergency, it would, probably, be desirable for the 
Government to raise additional fnnds by the issue of 
temporary loans. A declaration that the Paper Currency 
Reserve would not be encroached upon by the Govern- 
ment for meetmg exchange demands would impart greater 
confidence in the currency admimstration of the country and 
the pressure for the encashment of currency notes during 
times of crises, which is a marked feature of the Indian 
note system, would then naturally disappear. 

The Government of India now hold about i 8 crores of 
unfunded debt in the form of Post Office Savmgs Bank de- 
posits. This amount is repayable at call to about 15,00,000 
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depositors and constitntes an unportant liability on the 
general balances of the Goveminent of India. Human 
nature 13 often mtmtive and though unable to account 
for its action at the tune it shows wonderful powers of 
anticipation and for^uarding of its mterests. It may^ 
perhaps, be a lurkmg fear that the general balances of the 
Goveminent are hable to be put to uses for which they 
are not meant — viz., the solution of exchange difficulbes and 
finanaal help to the london money market — that is at the 
bottom of the panic which prompted a run on the Post 
Office Savings Banks during the last few weeks. This 
run ought to provide a wholesome lesson to the advocates 
of the pohcy that the balances of the Government m 
excess of current requirements may safely be transferred 
to England or be legitimately looked upon, m a time 
of emergency, to support exchange. 

P assin g to a detailed analysis of the needs and Ua- 
bihties for which the resources of the State are required to 
provide, the report summarises them under the following 
five heads — 

(i) A working balance m India for (a) the current 
expenditure on revenue and capital account of the 
Imperial and Provincial Governments throughout India 
{b) the expenditure of local boards and mumapahties 
for which the Central Government act as banker (c) the 
Government savings banks and (d) miscellaneous funds 
and services, such as funds m Court. 

(li) A working balance in the Umted Kingdom for the 
"home charges of the Government of India on revenue 
and capital account including funds for the capital outla> 
of most of the Indian railway systems 

(m") A resen e fund for the maintenance at the par of 
IS 4d per mpec of the exchange rmluc of the mpec with 
the soveragu 
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(iv) A fund for securing tlie convertibility of tbe notes 
of tbe Government of India. 

(v) Tbe provision in India of fresb suppbes of coined 
rupees and of sovereigns as at present at tbe rate of one 
sovereign per 15 rupees. 

The Gold Standard Reserve. 

Tbe haunting principle of tbe entire currency system 
of India, according to tbe views of tbe Royal Commission, 
seems to be tbe provision for tbe maintenance of tbe 
exchange value of tbe rupee at is 4^Z. and around this 
cardinal pivot the whole currency administration of India 
ought to revolve. 

Tbe Commission, therefore, came to tbe conclusion that 
tbe estabbsbment of tbe exchange value of tbe rupee on 
a stable basis has been and is of tbe first importance to 
India In order to achieve this end, tbe Commission has 
recorded as its debberate opinion that — 

(1) It would not be to India’s advantage to en- 
courage an mcreased use of gold m tbe internal arcula- 
tion. (Para 8). 

(2) India neither demands nor requires gold coins to any 
considerable extent for purposes of arculation, that tbe 
most generally smtable media of internal circulation m 
India are at present rupees and notes, and that tbe Govern- 
ment should, as opportumty may ofier, encourage notes, 
while providmg — and this is the cardinal feature of tbe 
whole system — absolute security for tbe convertibibty 
into sterbng of so much of tbe internal currency as 
may at any moment be required for tbe settlement of 
India’s external obbgations. (Para 76). 

(3) Tbe whole profits of tbe silver comage together 
with any interest accrumg from investments or loans 
made from tbe Gold Standard Reserve, should for tbe 
present continue to be placed to the credit of tb^t 
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reserve, and that no diversion RitniInT to that made 
in 1907 for railway development should be under 
any circnmstances permitted until further experience 
allows of a much more accurate defimtion of the cglli 
which the reserve may have to meet than is at present 
possible, (Para 79) 

(4) No hunt can at present be fixed to the amount upto 
which the Gold Standard Reserve should be accumu 
lated. (Para 86) 

(5) A much larger proportion of the reserve should 
be held m actual gold. By an exchange of assets between 
the Gold Standard Reserve and the Paper Currency 
Reserve a total of about £10 000 000 m gold can be at 
once secured. This total should be raised as opportimity 
offers to £15 000 000 and thereafter the anthonties should 
aim at keeping one-half of the total reserve m actual gold. 
(Paras 93 to 100) 

(6) The gold tmnsfened from the Paper Currency 
Reserve m India might continue to be held there for a 
time as part of the Gold Standard Reserve but as we are 
of opinjon that Bondou is the proper place for the Gold 
Standard Reserve steps should be taken to transfer it to 
Bondon as soon as convement. (Para 100) 

The attitude of the Rojal Commission m the matter 
of location of the Gold Reserve has aroused much comment 
These reserves ought never to have been taken out of 
the country The presence of Indian stock of gold m 
Bondon has in a measure made Bondon less dependent, 
than it should under ordinary circumstances have been 
on her own reserves That a market of the vast magni 
tude and world-wide rcsponsibiUtics hkc Bondon ought 
to hav e a large stock of liqmd gold none can for a moment 
doubt that her present accumulations of gold arc qmte 
inadequate for her manifold needs is also admitted If 
Indian Gold Reserves arc icmovcd from, or lessened in, 
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I^ondon, England will have to take special measures to 
increase her gold holdings. This will have a wholesome 
effect on the Eondon money maiket and will, probabl}^ 
attract attention to a state of affairs that has been too 
long neglected b}^ the people theie. 

It is no doubt true that London is a preponderating 
creditor in the international short loan market of Europe 
and she could, during normal times, always increase her 
holdings of gold b}" reducing credit and calling in her dues, 
which aie pa5^able m gold. The inflow and outflow of 
gold to or from England is automatically regulated by the 
rise and fall of the Bank of England rate of discount. But 
the present war on the continent of Europe has shown that 
this device, though it is admirably successful in peaceful 
times, could still pioduce financial stringency and cause a 
famishment in the mone}’’ market ouung to the iuabihty 
of England to realise her bills falling due duimg the 
course of war in the enemy countries. There were about 90 
croies of rupees due to England fiom Germany in this 
way when the war commenced and all this money cannot 
be laid hold of so long as the war lasts. 

The formation and existence of an addition^ Gold 
Reserve within the British Empire outside of England 
will prove a valuable source of strength to the Imperial 
Government in a time of crisis. 

The opinion expressed by Sir Samuel Montagu, M. P., 
before the Currency Committee of 1898-99! is an eloquent 
testimony as to the futility and wastefulness, from the 
point of view of purely Indian interests, of the holding 
of Indian Gold Reserves in London In times of stringency 
and danger, he observed, it is the gold deposited in India 
on which the Government can lay great dependence. 
An accumulation of gold in India would produce a great 
. moral effect and it is possible that in time the Government 

t sir Samuel Montagu’s evldeuco Is reproduced on pago 77 of tWs toool?, 
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may be able to reduce the rate of interest on rupee loans 
from to 3 per cent This pomt is of considerable un 
portance m view of the recommendation of the Eoyal 
Commission that the amount of armnnl rupee loans m 
India should be mcreased as much as possible. 

The position and credit of the Government of India m 
the Indian loan market would be considerably strengthened 
if the Indian Gold Reserves are held m hqmd gold in India 

The injnstice to India m the matter of her Gold Reserve 
does not end here but extends to its composibon as well 
The reco mm endations of the Fowlers Committee (1898) 
were to keep a reserve m gold There was no idea then to 
mdnde Consols and Stock m the term gold but later- 
dav statesmanship mterpreted the meaning in qmte a 
different light and read new mea mn gs in that simple 
word with the result that unbl recently most of the 
London portion of the Reserve was kept m securities and 
very httle m actual gold- 

The sale of a porbon of these secunbes m the crisis of 
1907-1908 and subsequent fall m their prices ought to 
open the eyes of the powers that be to the dangers of 
locking up India s Gold Reserve m this nsky manner 
A fiill history of these losses is given on pages 92-95 

The following reflecbons by the Roval Commission on 
the policy underlying these investments arc precise 
and to the pomt 

In tho dialing ctrcnmilancM of tto I/>ndoa mnnty mnrtrt ctm tte Gndt 
iccaritiM inch u corwola can no longer ho regarded at Identical rrith caih In tho 
icnro In which they were on regarded Dftem or twenty yean ago, and their rraU. 
latlon might Involro Bnoh a In capital ralno and inch an ajgraTallnfl of a 
cmlf which it wonld bo India a direct lotcmt lo illay and to make the hoJdiog 
of mewa than a coraparatirdr moderato proportion of loch itoelta mnfclnhlo In 
tl* eaio of tho Gold Standard ncrcrrec Short term iccoritlri inch an Tiranuy 
BDI-s rxchcqner bondi, and ilmllar accorfllcs hare lldi adrantago orrr conoli 
that the chance of any htg Ion of capital on rcJlntlon li Im i hot throe armrl 
thn may not ho rdwari rraD able In largo amonnti »iolto ao qafclly or rraddy ai 
conioK airl their enforced rcabiation at a partJerjlar moment might, nmler certain 
dreomatancea, ao aggrarato an adrenoaltoaUm lo leandon aa to Inert lao IfldUo 
dlDlcalUM and to Injoro Indian Intcrroti, 
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In nn\ cnco, fho rcilipadon in a omi'j of pocun(ic« in largo quantifies, and ovon 
the calling in of sums lent ou( nt shorf noficc, are liKolv to cause some stringency 
in the London nnrlot, and if the exchange cii'-is in India winch ninhcs such rea- 
li’^ation ncces'^nrs' i"? ncconipanicd or dircotU caif^od hj’ n financial crisis in London 
or reacting upon Ixmdon, ns is \erv probable, fho diflicult} of realisation ina^' bo 
ncccnlunted, and (ho po'^-^ibiht^ of loss; to India cannot be ignoicd. India should, 
in tins rcs]>cc(, bo ns far ns po-‘^iblc indcpondcnt of London. Just ns London must 
looh to its oini resources in such n crisis, nnd docs not and cannot count on Iiclp 
from Indian resen cs, so India should be in a position to defend its oivn finnncirfl 
position without unduo recourse to the Cold resen cs of Ixindon. TIio flold 
Standarfl Rcsor\e is built up out of the fniita of the economy of gold. It is a 
ncccesan' condition of such economy that nn ndequato resen o should be held 
against an exchange cnsi=, nnd it w right that such reserve should bo Hufficient 
in ittelf to meet the crisis nnd should not bo dependent on conditions which India 
cannot control or on resources accumulated by another country to meet its ow'ii 
liabilities 

In legal d to the consols held in the Gold vStandaid 
Resen’e, the Ro^^al Connnission call attention of the 
authorities to the consideration that it might be piefei- 
able in some cases to obtain an advance against such se- 
curities, rather than b}' an outiiglit sale, since it might be 
possible to raise nione}^ in tins after it had become 
difficult to sell except at a veiy senons loss. 

Considering the question of what the amount of actual 
gold held m the Gold Standard Reserve should be, the 
Royal Commission does not see any necessity for keeping 
the whole fund in gold, as it would take away an impoi-tant 
source of future increase. The Comnussion, therefoie, 
recommends that not less than one-half of the fund should 
be held in actual gold when the total fund exceeds 
£30,000,000 , and that a mimmnm amount of £15,000,000 
should be accumulated as rapidly as possible “So soon 
"'as ciicnmstances render recourse to the Gold Standard 
‘‘Reserve necessary,” says the Report, “the pohey of the 
“authorities should be to use both the securities and the 
“gold, advantage being taken of the release of gold to 
“facihtate the reahsation of securities ” 


Its further recommendations are that 6 crores of silver 
held in the Gold Standard Reserve should be exchanged 
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at once with £4,000 000 of gold in the Paper Currency 
Reserve and to remit this money to England, where alone 
the whole of the Gold Standard Reserve should be k^t 
m future. 

The Commission also advise 

Th© GoTtmmefit BhonJd make a pnbllo notifloaUoo of thdr Int<mUim to toll 
hUla In India on London at the rata ol la 3-t9/32(i. wheneror they are aaked 
to do to (at mu aotoally dono In 1003 and eonflnned In 1900) to the foil extant of 
their retooroos. We bdiere that the knowledge that tnoh ojobauge can be par 
ohated at any time wHl do maoh by ittelf to inspire confidence, and to to redoeo 
the aotnal demand for diafta on London, and to pTerrml the fooling of panio which 
if liable to aooompanv and to aggraTata periods of financial strain. With the 
Eeaerre for tlw support of etohange ao strong as it will, wt hope proee tf our 
recommeodatloni are aooepted, we do not think that there is any reason to fear 
that in tmdertaking thh UabOity the OoTcmment of Infill wooH bo In any danger 
of being ttnable to carry oat thair obligaUuns 

The annonneement of the readwess of the Government 
of India to sell bills on London at the rate of Is 3-29/3211 
whenever necessary will no doubt go a great way rn en 
sunng confidence abroad m the stabihty of the exchange 
The position of the Gold Standard Reserve has now be- 
come so strong that the Government may well undertake 
the responsibihty 

The correct Indian feeling on the question of the loca 
tion of the Gold Standard Reserve was voiced by Sir 
James Begbie when m liis note of dissent to the final 
report he stated tliat the portion of the Gold Standard 
Reserv e held m London should gradually, and as opportu 
mtj offers be converted mto actual gold and that the 
entire gold reserve should be held in India He is not, 
however m favour of an immediate transfer of the gold 
now held m London to India But when tlie reserve is 
next dravvn upon for the support of exchange it should 
not later be restored to London, but be allowed to 
accumulate in India m gold 

Sir James Westland Tmnncc "Member of the Viceroy s 
Council rcmarkctl as follows when discussing the ques 
tion of the formation of this reserve m i8g8 
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Tiic public Mill rcgnnl uifli di'ilruct mrnnccnicnbs for Iho csfnblishmcnt of 
n gold stondnrd lu India in Inch cim''full^ imoKc (ho location of (ho gold rcacr\o 
m London and itsS iro (hero hv trade A gold rcrcr\o m(ondcd (o support, tho 
introduction and lu.untemnco of a gold standard m any country ought to bo Kept 
in the country if it is to produce its full effect m the Ma\ of astabhshing tho con- 
fidence which IS almost indi'^pcnsablc to the succc";? of tho mca'^urc If (he Indian 
gold rc'^cn c is located in London and the public bchc\ c (lint it niny nt any tinio 
vani'^h m Mippl;^ing the requirements of trade, or of tho Secrotaiy of State, con- 
fidenco will Im’vlly be cstabhslicd , and in am ca«c it seems certain that a reservo 
of anr named amount mil pruduco a greater cflect if it is located in India than if 
it 19 (),000 miles away. 

If the maintenance of a portion of tlie Reseive in Lon- 
don be, however, consideied as absolutel}?- essential, I 
think a sum of ten croics is the utmost which ought to be 
kept there, and all the excess amount be held in India. 

The opinion is expressed b}^ the Royal Commission that 
no limit need at present be fixed to the amount up to 
wluch the Gold Standard Reser\^e ma}^ be allowed to ac- 
cumulate. I am afraid the pursuance of this pohey is 
sure to la}'' the Government open to the charge of utilis- 
ing the token currency as a means foi amassing wealth. 
A feehiig is alrcad}^ m existence that the heat'y coinage 
operations earned on dunug the recent years have not 
had so much the object of meeting the genuine demands 
of currency m view as to earn larger piofits on the coinage 

It would, therefore, peihaps be advisable to fix a limit 
of, say, 50 croies up to which the resei've may be allowed to 
be accumulated for the present and the question of its fur- 
ther disposal may be consideied when this sum is leached. 

General Balances. 

The Government of India’s balances both in India and 
in London include consideiable sums held on behalf of 
the Indian Railway compames, sums belonging to local 
and district boards for which the Government act as 
bankers and the money deposited by the people in Post 
Office Savings Bank They also mclude large sums 
held as working balances at the various treasuries and sub- 
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treasnnes throughout India and Bnrma m addition to the 
balances at headquarters in India and m Ivondon. Ac- 
cording to the estimates framed by the India Office the 
mimmum woiking balance required in London is normally 
about SIX crores of rupees and the Government of India, 
we are told require a balance of about 12 crores to work 
their transactions Smce however between April and 
the end of the year there is a large net withdrawal 
from the Government treasuries it is the practice of the 
Government of India to budget for an opening balance 
m India m each financial year of something over 18 crores 
of rupees 

There is no data from which to ascertam the accuracy of 
the above estimates, but as they are based by the Govern- 
ment on expenence there is no reason to doubt them 
correctness Even the Royal Commissioners were unable 
to examme in detail the working of the ‘Resource Oper- 
ations of the Government of India that is the machinery 
for keeping the vanous treasnnes and sub-treasunes in 
India m funds but they felt it necessary to call attention 
to the unportauce of a penodic review by the Govern 
menl of India of the amounts so held in order to secure 
all possible economy of balances and to take advantage 
of [dl fresh faohties for rcrmttance which tlie growing dc 
velopmcnt of commumcations and other modem improve- 
ments provide. 

It will appear from the statistics given on page 125 ol 
tins book that the actual balances held bj the Gov emment, 
in India and m England hav c been considcrablj in excess 
of the Government s own estimates of their rcqmrcmcnts 

The policy underljing tins huge accumulation of funds 
has been frcqucntlj cntiosed in Indn ns well ns in Uic 
evidence — official and non-official — before the Ro>al Cora 
mission The rcjiort of the Commission condones the policj 
of the Government in this connection in the following 
platitudinous observations 
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Tlic grcif in Ihp Inhncc n*; n wIjoIo lifts not been ni Accordance x^ith tho 
nntii’ipifions of fho Otnonnncnt, on tho oontrnre, ncli hudgol In'. jiroMdcd for 
t( rediipfion of Inl inco-i to n (iguro not fnr ronu)\cd from t!iO norninl, nnd cnoli 
jnr the intention'' of tho hudool line hcon dofi itcd hv nn improM'nicnt in ro\c. 
niio or h\ A f dim'' ofT in o\|)''ndtturc' which were not for<.‘^ccn nt (he tinio of its 
jircjnr'ilion It woull ftc^in. tlnrcforc, tint jTinvinK (he question is one of 
ostiimtinir. And we cannot but feel (lint in proimnng (lioir cstmiAtes of rc\cnno 
(he Go\c’'nmoat of Indm hA\c erred on (he '■ido of cnilion We nro com meed, 
houc.cr. (hn( in the jvernlnr eircuin''tinc''i of Indni, thii ii nn error on (lie right 
Fide, nnd (Inl the rorncqucnct > of (oo *iiiguino a forcv‘''ul, pcrlmjis comniittmg 
tho Government to preunttm orpuidituro hesond tlioir real resources nnd in- 
volving nt nnv tune tho nd: of n deficit, nre imicli more ronous (hnn those which 
can nnse from the occurrence of hn:'' •-nrplusc'i In the circumstances of such n 
conntn, ns India i* is not to sjicnd up to tho hilt during n p Tied of prosperity , 
there IS cvervtlung to he ■^nid for n goner il pnhc\ of caution which iitilisc-S the m- 
croftsed rO'Onrces of Fuch a p''nod to htivngllien (lie luisncinl position ngninst tho 
recurrence of ind <^c’\'=on‘-, nnd it is certain thnt the ndoption of this policy m 
recent V cor. Ins done much to ficcure Iiidinn finnnee ngninst vicissitudes m the 
immediate future 

A further cause of the Inigc figuics leachcd hy the 
aggregate balances has been the failiuc to spend up to the 
amount estimated on cajntal expenditure In commenting 
on this feature of the situation, the report continues : — 

This feature is jnrticularly noticeable in the year 1010 11, when over £3,000,000 
out of a total estimated outing'' of £0,500,000 m India rcmnincd unspent at tho 
end of tho jcxr, and over £1,000 000 was similarly left uaspcnfc m London out of 
a total of £0,250,000 I^IucIi of tlic underspending is nftnbutnhlo to the Indian 
railwav companies rather tlian to tho Government authorities m London and 

India This undcrsjjonding is nn important contributory cause to the size 

of tho balance, because tlic probability of undcrsiionding only becomes known 
late m tho financial jear, whereas the borrowings of the India Office to moot such 
expenditure have usually taken place sometime earlier 

The general balances of the Government of India are, 
however, unnecessarily heavy. The impression in India is 
that this growth is due to excessive taxation The table 
of figures given on page 125 of the book shows that the 
actual balances held by the Government have been year 
after year considerably m excess of the Government's 
own estimates of their reqmiements {v 7 z 12 crores for 
India and 4 millions sterling for England) 

The remarks passed by the Royal Commissioners, though 
they correctly represent an important aspect of the situa- 



XVI 


CUBEKNCY OKGANISATIONS m INDIA. 


bon, are far from convincing and will cany little waght 
with the cntics in India. From the latter s pomt of 
view, the mamtenance of such huge balances is not justi- 
fiable on any ground. 

Readmg through the evidence, wntten and oral tendered 
before the Roj^ Commission one discerns that one of the 
chief contingent causes that have necessitated the 
keeping up of such large balances has been the absence of 
co-ordination and umty of purpose m finanaal matters be- 
tween the Government of India and the Secretary of State- 
m-CounciI. The Government of India contend — and they 
contend it rightly — that the management of the balances m 
India ought to rest with them The India Office have been 
unable to dislodge the Government of India from this 
posifaoru But they have pressed the counter issue that the 
administration of Council drafts ought to rest with the 
Home Office. The result of this controversy has been that 
as soon ns the Government of India succeed m accumu- 
lating funds m India the Secretary of State hurnes to 
withdraw it by selhng drafts on the Indian reserve treasuries 
' The policy adopted with respect to Council drafts — 
apUy remark the Royal Commissioners — has m fact 
been to sell freely so long us there was a demand and so 
* long as there were balances sufficient to meet them 
" In other words, it has been assumed that the proper 
place for any surplus balances is London ' 

A more anomalous posibon for the financial resources 
of the Government of India it would be liard to imagine. 
The representatives of the people of India hai e i oiccd 
in unequivocal terms in tlic Impcnal Council Chambers 
and in the press tliat the general balances of the Go\ cm 
ment ought to be kept in India uath the exception of 
such portion as is actually required to meet the ways 
and means programme of tlic Secretary of State In any 
case the location of surjilus balances ought to be deter 
mined after a full consideration of all the rarjing 
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factors of tlic situation from time to time; and tlie time 
lias come ^^hcn the question of easing the periodical 
stringenc}' in the Indian money market by the grant 
oftemporaiy" loans ought to be seriousl}’’ grappled and 
solved to India’s satisfaction. 

The question of location of the balances has aroused 
much criticism and it is tlic complaint of the people of this 
countrjq to jiut it m the Royal Coinniissioners’ omi words, 
that money ”has been moved unneccssanly from India 
"where it would have assisted the business, and the Ton- 
"don money market has had an accession to its resources 
"at the expense of the country to which the money pri- 
"marily belonged." 

Auother feature of the situation, whidi is much com- 
mented upon m India, is that when tlie India Office has 
been lending Indian money permanently m the London 
market to the extent of nearly 15 croics of rupees, at 
exceedingly low^ rates of interest, it is most undesirable 
for it to contract large loans to provide for its own ways 
and means pohc)^ at higher rates of interest. To bonow 
with one hand and lend out with another is qiute in- 
defensible but the impropriety of the action becomes more 
objectionable when it happens, as it has done in the pre- 
sent case, that the bonowings are made by the Government 
at a higher rate of interest and their own funds are lent out 
at a lower rate of interest. It does not need aigument to 
lay down that the first object to which the suqiluses ought 
to have been apphed is the reduction or avoidance of 
debt While agreeing in substance with this principle 
the Royal Commissioners do not find any fault with the 
course taken by the Government of late years m trans- 
fernng huge funds out of cash balances to London, 
and in investing them m the London market, for they 
affirm that under the conditions hitherto laid down for 
loans in India, there was no effective demand for such 
loans and no use for the money in the country. 

C 
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(o) Indian Balance 

An exanunabon of the balances held m India shows 
that the funds of the Government were distributed on the 
31st March 1913 as follows — 

In 270 District Treasunes and about 1,500 
Sub-Treasunes Rs 9,88,57,500 

In 36 branches of Presidency Banks 
in India , 3^29 74 500 

In all the three Head Offices of the 
Presidency Banks „ 2,39 34 000 

In the Reserve Treasunes m Calcutta 

Bombay and Madras „ 13 36 30,500 


Total Rs 28 93 g6 500f 
Branches of the Presidency Banks are regularly used for 
the keeping of the Treasury balances in the compara- 
tively few places where such branches do exist and the 
Government have made a practice of late years of offenng 
to guarantee a fixed minim um balance for n penod of 
five years as an mducement to the Banks to open new bran- 
ches and take over the dlstnct treasunes in places where 
such branches ore opened But except in places where 
such a guarantee is m operation Government balances 
at the branches of the Banks seldom exceed immediate 
requirements to any considerable extent the Government s 
pohey bemg as a general rule to draw any surplus balances 
to certam centrally situated treasunes and finallj to the 
Reserve Treasunes 

Commentmg on the manner in which the Government 
hoard their balances and on the independent treasurj 
system in general the Report observes — 


The iadcpcndf n t TrcaTOr7 Ii not «a We*! one tad cotofUff# tmU 

TortUr with the prtrtlce prcT*lIInf; la th* Kifl;;dofn and In mott other 

t n »0I be ten Ov*t ta»te*a U oonoil cT 11 Ootfremnl I t * 

Ttry oM If •■J la lu • I 00 MlT»la* lb* U bwvw* U t*i*t I l>a rw* 

iOTTL boat Sro t ill* was l liiwJ tM ftl n ST t tht. Ml MM hIB*. 

btV a<T« 1 lb* brwb I tS* twT l-aivk* *a» ** IW U rftrt •aH 

1^ trtBVHt frT^i«a,MJr fMajianllerif fnaOiwtli* cva be retard tl a* aeiC 

aoU la th« rw«*r tatrkrC Tbemtef ih* r»oc«TC*alik»U»* nt mlar 

ewtnuirt aber* tb* KUiMw 4f* bell br iHaU nuV« »»l f* bti UU» fw ^ U ti* 

tsmet) b»4 bwi Ixkrl la tbt Qate mo eal tnuami. trao lba «f U* 
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countnes of keeping Government balances at a Bank, In the United Kingdom, 
as m India, a considerable portion of the total revenue is collected in first four 
months of the calendar year The heavy collections of the revenue whioh then 
take place undoubtedly have a considerable efiect on the money market, but 
the trouble is minimised in two ways, first because the money collected is immedi- 
ately deposited at the Bank of England, where it is available for financing the 
commerce of the country , and second by the device of the Treasury bills for supply 
and waj’-s and means, ways and means advances and deficiency advances, which 
enable the Government to tide over the lean penod of the year by borrowmg from 
the market sums which they repay as revenue accrues later on, thus mamtammg 
some sort of egmlibrium m the demands of the Exchequer upon the cash supphes 
of the nation. 

The disadvantages of the system are accentuated by the special conditions 
of India, where busmess is subject to a seasonal tide of strongly marked character 
That busmess, it will be remembered, is predommantly agncultural, and aU the 
prmcipal crops, whether jute or nee, cotton or wheat, or od seeds are marketed m 
the autumn and wmter Thus eveiy year there is a busy season with active trade 
and great demand for money, and a slack season when money frequently cannot 
be lent Somethmg of the same sort occurs also m the affairs of the Govern- 
ment , and far more than the proportionate amount of the revenue is collected m 
the first few months of each calendar year We have noted that the TrunimiTTri 
balance is reached m November or December From that pomt the balance 
begins agam to rise, and by the end of March is normally £4,000,000 higher than 
m December This season of maximum collection of revenue oomcides with the 
season of busiest trade, and thus it happens that, at the time when the market 
stands most m need of funds, the Government are takmg off the market a sum 
of 6 or 7 crores not for the sake of immediate requirements but m order to meet 
disbursements durmg the slack season of the summer and autumn 

The Government cannot sacnfice the mterosts of the general taxpayer to the 
interests of trade. Nevertheless, we should be the first to recognise the immense 
importance of trade to the prospenty of the country and the revenues of Govern- 
ment. The pnnoiples now observed result m loans being granted from Govern- 
ment balances only in exceptional circumstances, and while there is a provision 
that Presidency Banks may retam on payment of mterest sums m excess of those 
which it is the practice to leave with them, this provision appears to have bad 
httle pubhcity and has not been acted upon In effect we may say that the assis- 
tance rendered by Government to trade has so for been confined to the amount 
left at the head-quarters of the Presidency banks 

The action of Government undoubtedly helps to create the annual stnngenoy, 
and there is therefore at least a pi'ima facte case for such counteraction as is 
possible to reheve it 

It 13 said that the strmgency m the money market, so far as it is caused by 
the withdrawal of money by the Government, is reheved by the sale of Council 
drafts, which agam place the surplus held fay Government at the disposal of trade 
This 18 largely true, but it omits some factors of considerable importance. The 
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(a) Indian Balance 

An examination of tlie balances held m India shows 
that the fnnds of the Government were distributed on the 
31st March, iqi3 as follows — 

In 270 Distnct Treasnnes and about i 500 

Sub-Treasunes Rs 9 88 57 500 

In 36 branches of Presidency Banks 
in India „ 3,29 74 500 

In alt the three Head Offices of the 
Presidency Banks „ 2,39 34,000 

In the Reserve Treasnnes in Calcutta, 

Bombay and Madras „ 13,36,30,500 


Total Rs 28 93 96 soo-f 
Branches of the Presidency Banks are regularly used for 
the keeping of the Treasury balances m the compara- 
tively few places where such branches do exist and the 
Government have made a practice of late years of offenng 
to guarantee a fixed minimum balance for a penod of 
five years as an mducement to the Banks to open new bran- 
ches and take over the distnct treasnnes m places where 
such branches are opened But except in places where 
such a guarantee is m operation Government balances 
at the branches of the Banks seldom exceed immediate 
requirements to any considerable extent the Government s 
pohey being as a general rule, to draw any surplus balances 
to certam centrally situated treasunes and finally to tlie 
R.eserve Treasunes 

Commeabng on the manner in which the Goiernmcnt 
hoard their balances and on the independent treasurj 
system in general the Report obsencs — 

TSo ladejifndent Trtamy •yilem U not nn We*l one and compartt onla 
ToraUr with th# jiracllco prerallins In the Unit*-! Kitntdora and In molt othor 
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countries of keeping Goroinmont balances nt n Bank. In tho Umtocl Kingdom, 
as in India, a considorablo portion of tho total rovonuo is collected m first four 
months of the calendar j’car Tho heavy collections of tho rovonuo which then 
take place undoubfodl 3 ' have a considerable clTceb on tho money market, but 
tho trouble is nunimiscd in two wajs, first hccaubc tho money collected is immedi- 
atdj' deposited at tho Bank of England, whoro it is available for financing tho 
commerce of the country'' , and second by the doi ice of tho Treasury bills for supply 
and ivaj's and moans ways and means ndianccs and deficiency advances, which 
enable the Government to tide o\ er tho lean ponod of tho year by borrowing from 
tho market sums which they repay ns revenue accnics later on, thus mamtammg 
“^omo sort of cqmhbrmm in the demands of the Evohoquer upon the cash supphes 
of the nation 

The disadvantages of the B 3 *stem are accentuated by the special conditions 
of India, where business is subject to a seasonal tide of strongly marked character. 
That business, it wall bo remembered, is prcdommantlj' agricultural, and all tho 
pnneipal crops, whether jute or nee, cotton or wheat, or oil seeds are marketed m 
the autumn and winter Thus every year there is a busy season ^vlth active trade 
and great demand for mone^^ and a slack season when money frequently cannot 
be lent Something of tho samo sort ooenrs also m tho affairs of tho Govern- 
ment, and far more than the proportionate amount of tho revenue is collected in 
tho first few months of each calendar year Wo have noted that tho minimum 
balauco is reached m November or December From that point tho balance 
begins agam to nse, and by tho end of March is normally £4,000,000 higher than 
m December This season of maximum coUeotion of rovonuo oomcides with tho 
season of busiest trade, and thus it happens that, at the time when the market 
stands most in need of funds, tho Government are takmg off the market a sum 
of 0 or 7 crores not for tho sake of immediate requirements but m order to meet 
disbursements during the slack season of the summer and autumn 

The Government cannot sacrifice tho interests of the general taxpayer to the 
mterests of trade. Nevertheless, wo should be the first to recognise the immense 
importance of trade to the prospenty of tho country and the revenues of Govern- 
ment. The pnnoiples now observed result in loan'’ being granted from Govern- 
ment balances only in exceptional ciroumstances, and while there is a provision 
that Presidency Banks may retain on jiayment of mterest sums in excess of those 
which it 13 the practice to leave with them, this provision appears to have had 
httle pubhcity and has not been acted upon. In effect wo may say that the assis- 
tance rendered by Government to trade has so far been confined to the amount 
left at the head-quarters of the Presidency banks 

The action of Government undoubtedly helps to create tho annual stnngenoy, 
and there is therefore at least a prtnta fcwie case for such counteraction as is 
- possible to reheve it 

It 13 said that the strmgency m tho money market, so far as it is caused by 
the withdrawal of money by the Government, is reheved by the sale of Counoil 
drafts, which agam place the surplus held by Government at the disposal of trade. 
This IS largely true, but it omits some factors of considerable importance. The 
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danwiid far money arkai In tic flat place from the ncoewlty of flruuv-Jrv^ the 
morement of crops op-oonntry bat Cooncfl drafts axe takm only when tho pro- 
dooe Is re^y for export there Is thoa an important period daring which the needs 
of the market are nut met by this means. It is obvious that the sales of 
Gotinofl drafts axe affected by droomatanoes quite independent of the Indian 
money market a high bonk rate In Londesv for instance^ or the holding back of 
prodace In India for higher pticea, mav resnlt In the demand for OouncU drafts 
being alack In the busy season, while revenue coDecUons are as heavy as em 
In this oaao the money so ouUected acoumnlat438 la tho Reserve Treasuries wnd 
remains kicked up there. As an illttTtratioa of this effect we may point to the 
experience of last ould weather irhen there wai a fu fl 'a g off In the sale 

of Council drafts, with tbe result that enonooas sums aocumulated in tho Indian 
balances and at the same time the bank rate was high In all three Preridenries. 
Flnallv even when CooncU drafts are being sold a temporary surplus, as we have 
observed, Is left In India during the closhig months ol the Qnnnriol year which 
Is nob fmnudiatdy required for Government purposes and as far as this temporary 
surplus, at any ra.e. Is ooncemed, the argnment that the sub cd Conscil drafts 
relieves the stringency caused bv the action of Govanunont has no rclerancy 

Wa arriro, therefore, at the conclusion that the preaen* methods of dealing 
with li^dancfa an open to criticivni and are proceed to cunshler what rtaedke can 
be tuggeatod fur tbe evil of which ccmpUlnt is made. For the jwpoees of this 
enqulrr it seems dasrable to review the dbeusskms whkh in tbe past bare eec 
tered round tbe nUlbation of the balances in India. From 1^ to 1876 tbe 
srhole of the Qorcrnmetib tialanoes at head-qaarten were hand<^ over to the 
Pfvddency Banks. On one or two occasions, however tho Government were nob 
able to obtain on demaod the (reo use of tbe balances ilcqioslted with the Banks 
and the dUllouUkn whloh thov experienced led In 1870 lo the cstabUihmeut of the 
Rrterve Ttwurics. It sras felt that a Oovernmesit exposed In a pecaUnr degree 
as tfio Government /utiii uDdoafrfeihy air to renifra <frniacicf+ oad aa/ otw fnx 
contingencies could not afford to loso control of Uirir balaocts, and In aildlfion 
it was urged that the sjwlcm which was about to be sopnaeded was wrong In prin 
ciple. CopUal supplied by QoTenuocnt,” ol jcrvcd tbe Secretary of State, I 
‘'not rrpTWating tho aavlog? of tho cummumty h a reserve on wbiMc permanence 
oo rrllaaeo can be placed a |»oUtIcal etlgmoy withlraws the 

“advcnlitroui rcvmrre and the commerce which tru^t^ to It CwIj lUelf pledged 
beyond what Ui own rewrarcei can male powL” 

On the other hand, It mud be mentioned that In the same c o rrcapondefwe 
which led to tho esUbJdiment of R'-rrvo Treoturicc, the aarno authority arid 
that It would be open to the rinancc D jxirtm'ml In India rilh^r to retain 
tho re erve in tho Treaiaty or lend It out for *hurt temi on soltahV conthtiuni 
M to Intcrcat an 1 vecuriiy Tho qucallon of Beaerve Tfea^ttrin and of loam 
ffo<n CoTcremenl bibnm haa b-cn a wbicH ol dltcn^en from Ua« to time 
ever eUwc 1“ 1^^^ Bombay Chamber ot Cumm'vce ralwtl de nlj-ly tbe 
qw^ton ot loeni by reverara^t lo th baiy jv ntjn cut Ihit Ih^ Tfra 

tnrr l-aUrvrca are at a mailmora at j^reWy the p-rirl of ertiWt dfraind f f 
londj. The Oovemment bowevff b J lo th# m which ib-y tvl ulro op 
la 15 Oiihvy tvfrrredtoa paper by Sir Jamre ^^ealiad, lo siow tfalltrfr 
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nnccs were not oxccssivc, nnd tlmt the method of dcnling n-ith them wns sound, 
trade, they tliought, should depend on its own resources nnd eystcmntio advances 
by Government in the busy senson would tend to reduce the woihing balances 
of the couutry to nn unsafe minunum with consequent nslc of panic, to guard 
against ivhich was nn important object of tho Rcscr\c Treasuries. If advances 
were made below the published rate, the^' added, it would bo difficult to confine 
the pn\ liege of obtaining Goiomment mouev to the Presidency Banks, these 
Banlvs would be tempted to sjicculatuc operations with State resources, allowing 
their owai resources to fall below the hunt of safety. The conclusion of the Govern- 
ment, therefore, was that they should confine any assistance from tho Treasury 
to loans through Presidency banks at tho imhhshcd rale of interest m rehef of 
temporaiy' stringcnc}’ 

In 1898 tho Bengal Chamber of Connuerco renewed the proposal, pointmg 
out that the question was not one of wholesale surrender of Treasury funds to the 
Presidency Banks, but the discretionary disposal of them in penuds of strmgency. 
On this occasion tho proposal had belter success with the Government of India, 
for after some hccitation they proposed to tho Secretary of Stute that it should 
be recognised as part of tho ordinary business of management of the Treasury 
balances to lend money to the Presidency Banks at one per cent less than the 
declared minimum rate of interest during the months of January to May each 
jear Tho Sccrokiry of State was, however, unable to accept tho recommenda- 
tion of tho Government of India The effect, he thought, would bo to mterfero 
with tho remittance to England at a favorable rate of exchange of the amount 
necessary for tho discharge of the stcrhng obligations of Government Any 
general imderstandmg of the kind proposed, ho added, would mduco trade to lean 
even more than it had done in the past on tho assistance of Government instead 
of taking steps to enlarge the amount of loanable capital in tho country. Tho 
grant of loans m India acconbngly was made subject to the retention by Govern- 
ment of an amount sufficient to meet not only thoir disbursements m India but 
the probable amount of remittances to England On this condition loans w'ere 
permitted, but the Secretary of State thought that they should not as a rule be made 
below banlv rate, and this rule m fact has been followed ever smoe by the Govern- 
ment of India 

Tlie most obvious solution of the problem would be to close the Reserve 
Treasuries and to place the whole of the Government balances m Calcutta, Bombay 
and Madras, with the head offices of the Presidency Banks there, or, if the Govern- 
ment attach great importance to havmg a reserve unmodiately under their control, 
it might seem enough to fix a maximum total, (say) £1,000,000 or £2,000,000, to 
the amount to be held in the Reserve Treasunes, and to place the remamder with 
the Banks The Banks would naturally be called upon to make a suitable pay- 
ment to Government for such additional privileges 

Such a change would mvolve a reversal of the action taken m opemug the 
Reserve Treasuries m 1876 and the following years. It does not, however, neces- 
sarily follow that the action then taken was mjudicious. The Presidency Banks 
have enormously expanded their busmess m the mterval, and the proportion of 
Government deposits to pnvate deposits would be very much smaller now than m 
1876. 
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Tt© altmiatiT© to tb« closing of tlie Ttaerv^ Treajmief li that Qovcnunent 
■honld nuke loons from thdr halojwo. This is the ootrno srhlch wo recommeod 
on the cndersUnding that the tmotmt of the loons is within the ohooiate diioro- 
tkm of GoTomment, and that they ore inodo onlj on good secnri^ wml lot short 
periods. 

The orgnments which are still urged sgoinst the grant of bans in TnrTiri ue 
put forward partly In the interests of Qovenimmt and partly in the interests of 
trade. The main arguments which are based on the interests of Gorormoent 
are two in number In the first place It ts that the twitlngmrtW ami sudden 
d em a n d s to which the Government of India are sobjeot are ao numerous that 
they cannot safely make bans out of their baliuwm It Is true that the dreum 
stanoes of the Govenunent of India are such as to roqniio a poQoy of great caution 
in financial adminlstratloiL But the bans which we contemplate will not deprive 
the Goremmecit of the oso of any portloo of thedr balances for meue than a short 
period, and they will be made only in the disaetbn of Government, tod we can 
not agree that the argument appUea to loons of this kind. 

Again, it has been urged that the poDoy of granting bans In Tn^ita may inter 
fere with the remittanoe of Government funds to Kngland at the most faroorable 
rate What Is in the minds of those who urge thh objection 

is that the grant of bsns from the Indian balances w£D reduce the tor 

Ccwndl drafts in the busy season when exchange b at its highest, and that, eouse* 
quentiy there will be a loss when the Secretary of State finds that he has to draw 
money to London at a less fororolle season. It appears to ns, bowerer that the 
efieot of such bans cannot be to redace the a gg r ega te amount of Coctndl drafts 
sold at the most, It can result only In a shifting of the sales from one port of the 
year to another and it is not clear that if the exchange in consequence falls at 
one time, it will not be correepoodingly improved at the other To a certain 
extent, the number of bOU might lacrcaso at the expense of tdegraphb trans- 
fers, since the first are usod more largely in the alack, and the second In the bmy 
seasooi but against any slight b» caused In this way would bare to be set the 
Interest earned in tbe meantime on the Indian bans. In our Judg 

ment, there U nothing In the exchange question which would Jasttfy the Ocrexn 
mmt in a general policy of refuting bins In all rirournttance^ 

There are two (Bstinct adrantages which the Ocremment forego when they 
refrain from bans. Tbe first fa (be interest which srould be eanwl on 

any surphn balance which may be bcM in India In excesw of Immediato require- 
ments. The eecond fa cooeemed with the permanent bans whfcb OoTenia><wt 
raise yeoriy In the Indian market. 

We therefore reeotnmend that tbe Oore nu nept sbouU deeUre their wDEng 
ucea to grant bam from balances in India when It fa In their power and interrst 
to do fo.“— Extracts Irom parts 157 IM cl the Final Bepjrt. 

The Commissioners next proceed to define the condi 
hons and terms under uhich in their opinion loans 
might be gi\cn Thc> think that in the first instance 
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at any rate, loans shonld be confined to tlie Presidency 
Banks All suck loans should be secured by the deposit 
of the securities of the Government of India or Port 
Trust Stocks or vsimilar securities Loans, when granted, 
should be at a prescribed level of interest, whether one 
per cent, or two per cent, below the Bank rate The Govern- 
ment should enter into negotiations with the Presidency 
Banks and lend to them if the terms offered are satis- 
factory In makmg loans it wih generally be found that 
the rates of interest earned in India are higher than those 
obtamable in England and it would thus be to the direct 
advantage of the Government and the country to lend 
the bulk of the money in India. 

The Commissioners have rightly observed that the 
question how much may be needed to reheve strmgency 
of the market can only be solved by experience The 
Government of India in the ordmary course hold for 
several months in the year an unemployed balance in 
India, namely, the difference between the true minimum 
working balance of November or December and the 
figure to which the balance is raised by the additions made 
to it from that period onwards till the end of March 
which coincides with the season of busiest trade There 
is^'uo reason why normally all of this surplus, accoiding 
to t^ circumstances of the time, should not temporarily 
be placed at the disposal of trade. 

It will appear from the above extracts from the Report 
of the Commission that the question of grantmg loans 
from the Treasury balances, as also from the Paper Cur- 
rency Reserve, has been dealt with m a spirit of most 
hberal and sagaaous statesmanship. These views will be 
read with great delight m India and, if adopted by the 
Government of India, will result in easing to a marked ex- 
tent the seasonal strmgency in the money market of India 
and will improve conditions of, and expand, commerce 
and trade on sounder and more economic lines. 
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The attitude of the Cotmnission m tlii<; matter is m ac- 
cord TCith the views expressed by the leaders of finaiiciaj 
opimon m In dia though the Commissioii s actual recom- 
mendatioiis are of a halting nature and some of the con- 
ditions imposed are likely to restrict the usefulness of 
the measure to a considerable extent. The people m India 
strongly feel that the grant of loans ought not to be conj 
fined to the PresidencyBanks alone but should be extended 
to other first class banking institutions as well When 
the India Office considers it fit to lend out over 2 crores of 
rupees without deposit of securities to private firms hka 
Messrs Glynn Mills Cume & Co and even larger sums tcj 
other banks like the I^ondon County and Weslnunsten 
Bank, kondon Joint Stock Bank the National Provincial 
Bank of England etc. there is no reason why respectabla 
Banks m India should be debarred from the pnvilega.. of 
getting temporary loans on the deposit of ist class securitie^ 
during busy seasons To restrict the grant of loans ti, 
the Presidency Banks alone will largely detract from thi 
usefulness of a project which is of the greatest importance 
for the good of the general trade' of the country 
(i ) — London Bjalance 

The primary purpose of the IndiiaOfficebalanceml/mdo 
the Report nghtly says is t^pronde nays and measj 
for meetmg the expenditure imcuncd in the UmtedJ-ng I 
domby the_£e('5jary of Sialic on behalf of thujoicrn-j 
ax^'-a/Kdia i 

This balance is mainly fed from tno sources thqf 
proceeds of thcn-cekly sales of Counal drifts and the loins 
raised m I/mdon There are certain direct sources of 
rcixnuc sucli as interest on loins nd\ anced but they arc 
not of much importince Tlie Indian railway companies 
also p.i\ into tins balance the proceeds of the guaniitccd 
slock or bonds issued by or on bcksH railniys 

In the Indian railuiy s\-stcm the C c sb- 

holders in most of the riilnnyis and 
both in kondon and in India. 
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Wnacii the annual budget is drawn up the Government 
of India make an esUmite of the amount of Council drafts 
that they wall be able to meet from their balances during 
t’ e 3^ear. Each budget provides for numerous capital ex- 
penditures, for which nmney is raised by loans. The 
India Office accoidingly, arrange to float loans in London to 
the probable amount requiied to make up the deficit, 
estimating for a closing balance at the end of the year of 
;f4,ooo,ooo. The London money market being more favora- 
ble to borrowers in the early months of the calendar year, 
India Office borrow^ their estimated requirements at a time 
when the surplus or deficit over estimate or their receipts 
from Council drafts is not known to them and they have 
put forw^ard this plea in extenuation of their hea\’y bor- 
rowungs from year to year This heav3" borrowing, coupled 
wdth the inabiht3^ of the departments m India to spend m 
most cases the total amount allotted to them for capital 
expenditure, has been, it is said, the main reason of the 
inflated balances of recent 3’-ears. 

The feeling in India is that the balances in excess of 
the normal requirements of the India Offiae ought to 
have been paid otf, as soon as their superfliuty was 
discovered, in pa3mient of loans falhng due, or, what is still 
better, fresh borrowings ought to have been suspended till 
the huge balances were spent away. To borrow money on 
interest, or renew previous loans, when India’s own money 
to the extent of ro to 15 crores is lent out m the market at 
exceechngly low rates of interest, has never appealed to 
the Indian mind and has considerably weakned their 
confidence m the wisdom of the India Office policy 

The Royal Commissioners were themselves impressed with 
the reasonabihty of this view. They observe — 

We are mdmed to think that m their dealings with the temporary debt 
the India Office, hke the Government of India, are open to the charge of being 
over-oautious. We would instanoa in particular, the renewal of £1,500,000 of 
India bills in December 1910 and again in December 1911. The fact that the 
summer monsoon was over and the probabihty of some considerable surplus in 
tho receipts from sales of Counoil drafts could be foreseen by that period of the 

D 
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yfar Tocld lure jujtified, -w® thluk, % kas oontlous pro«dnfa Another pirtl 
cnlar mrtanoo of iriut uppean to tu to have b«n eoxat^re cantion U the flootatlun 
q! ft kjftii for £3 000 000 in London In April 1912 wheo tbo market cundittuox w er e 
very tmUvorable, regard being had to the liza of the doling balance on 31st 
lUich 1912, vU^ £1MOO,013, 

(c) Lending out of Indian Balance in London 
The bulk of the cash balance held m I<ondon is lent 
out in the market against security to a set of borrowers 
whose names appear m an Approved List mamtained 
by the India Office. Admission to this list is naturally 
a much sought for pnvilege and discontent has of late 
been apparent m London owmg to the benefits of the 
use of Indian balance being confined to a verv narrow 
circle Commentiug on this question the Commission- 
ers were of opinion that the fac hties for obtaining loans 
and the method of obteimng admission to the list of 
approved bonowers rmght with advantage be made more 
widely known in the aty The Commission also tlunk 
that some change is needed in the rcgulabons governing 
both the kind of secunbes which ore accepted and the 
amount of cover if auv reqmred for each of the several 
classes into which the secunbes arc divuded • They observ e 


Wo are of opinion th*t tbo bit of Bpprorrd lororitk* U tmdoly 
nanoir \^e ondentand that tha India Ofllco conridor thrmiolTo^ precluded 
from ftccopting a* accnnly for loam * 00011110 ^ traaiferabl# cl cirheTo than 
at the Dank of England. Wc think this li aafortanatts V\e abonlJ Uke to ten 
tha Urt enlarged to eorerilmlLvaecnrftfe^rcgliteredel ewherr and It b a matter 
(or conddcratlon wbetber to addition, tome of the beit Troitro ttoclo not now to 
the U^t ml^bt not bo accepted to a limited extent rubject to tbr prortdon of ample 
corer In anr ca o It wooU arem that tbo narrow boosdiriei of tbe eiJittog 
Urt needleiily toertojed the dlfHetiUiei of the Inba Office In Rndinx b« j rT 0 wcri 
for the whole of tbo Urge baUneei held dorto; 1910 and the foUowms yeirt. f 


Tbo oiaal prrlodi for loom to approred borttrren are from three to fire 
wtrks or occidonallr elx we^kt aecorJtns to the etIniUtbni of Iht A nrintini 
General ai to the term within thow bmlta (or whl h the mn y can eonrmle-it’y 
be rjiarevL In pra'^lee wh^ brpe tjmi are arallibl for l^la the rame 
iKHTowrr leepo loin eontinaou Ijr for rery roa h ha^rer p^-Hn tbfoo*h Ihrlr 


I Ot i tr 1 Iv a-r^t Wi I •»5uei tl 

rr ^ r I* 13* . . . * . * 
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renewal fi'om tune to tune after the expiration of the first teim. But the prevail- 
ing rate of interest has to be paid at each occasion for renewal and there is no 
hesitation m requiring repa5Tnent if a borrowei is unwilling to pay the rate demanded. 
The cnticism has been made that by leavmg loans with the same borrower for 
long periods the India Office have m effect been lending for a long time at rates 
apprupnate only for short term loans It would certainly seem that the hmit 
of SIX weeks is adhered to a httle too ngidly, and that some unnecessary caution 
IS exercised in this matter For instance, no allowance is made, m fixmg the dates 
on which loans are to be repayable, for the receipts hkely to accrue from the sale 
of Council drafts durmg the intervaL We recommend that the present rules 
should be relaxed whenever a favorable opportunity for lending for any longer 
penod up to (say) three months comcides with ability to spare the money for 
so long But it 13 important that the money should m aU circumstances be kept 
readily available, smoe it represents a cash balance which should not be diverted 
from its primary functions for the sake of eammg slightly higher rates of mterest. 

The attention of the Commission was attracted to the 
fact that two successive chairmen of the India Office 
Finance Committee and another member of that Committee 
were members of the directorates of Banks with which 
deposits were made on a large scale, at a time when those 
gentlemen held their appointments at the India Office 
While exculpating these gentlemen from all blame m 
the transactions, the Commissioners felt it then* duty to 
call the attention of the Secretary of -State to the im- 
portance of avoiding as far as possible all occasion for 
entiasm of this nature. 

The magmficent remunerations earned by the India 
Office broker and the sensation created by the pubh- 
cation of the startling figures paid by way of commission 
to him have also formed the subject of review by the 
Commission Though the scale was revised in 1911, 
still the volume of total remunerations earned by the 
broker has remamed extraordinarily large owing to the 
high magmtude of the funds dealt with 

We are not convinced (observe the Conunissioners) that the pnnciple at 
present followed of paying him (the broker) m proportion to the amount of money 
handled and the rate of mterest earned is nght. It can hardly be said that the 
call upon his time vanes m exact proportion to the amount of money handled, 
and after all allowance is made for his skill and zeal m seekmg the best rate of 
mterest available, the rate actually obtamed must depend much more on the 
conditions of the money market than on his exertions We suggest that the 
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TTOtldng of the pTwent uTangment ■hooM bo 'watched. If the beleiw* fell 
very low or U they again rlie vary high. It may reqolni recoruiaoratlon. If the 
pnaclplo of a aUdlrg Male he melntalord. It wonld prohahly he deabahlo to fire a 
maatmtun nhovo which, and a miidmam below which It ahonld not riao or falL 

I have alltided m chapter VI to the escessively high 
remunerations paid by the India Office to the Bank of 
England for the services rendered by that corporation, 
as compared with the charges allowed to the Presidency 
Banks m India. The Commission have expressed the 
opmion that th^time has come for a general reconsidera- 
tion of the whole 'subject of the relations of the Bank of 
England with the India Office 

Sales of Council BfUs 

The Commission has been pleased to observe that the 
"practice of transfemng revenue surpluses to London to 
‘ he used m avoidmg or reducing fresh borrowings for 
'capital expenditure has been thoroughly justified m 
"the mterests of India, and the Secretary of State has 
made good use for this purpose or for actual reduction 
' of debt of the balances from tune to time accumulated 
"m his hands The e.xcessive drawmgs would have! 
been permissible had they been m reahty employed mi 
the avoidance or reduction of debt as stated by the Com-j 
mission, but knowing as people m India do that the 
ttctiviUes of the India Office m the London loan market 
have been very bnsk of late vears and a sum of lo to 15 
crores of India s own money has constantly been lent 
out or deposited with Banks, in, and for the benefit of 
the London money market at absurdly low rates of in 
terest the Commissioner s pious observabons or attempb 
to whitewash India Office acbon m this respect wul 
scarcely carry any couvicbon. 

In the sale of Council drafts the Secretary of State is 
guided b\ the considerabons to put the same in the ojw 
Commissioner s own language, not nicrelj to mec 
‘ own reqmrements on revenue and capital 
‘ also to safasf j the demands of trade up to sneh an 
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“as wall enable the balance of trade in India's favour 
“over and above the amount of the home charges on 
"'revenue and capital account to be settled without the 
“export to India on private account of more gold than 
“is actual! 3^ requiied in India foi absorption b}^ the pubhc." 

As things are at present, the India Office makes a 
practice of selling draffs on eveiy Wednesda}^ throughout 
the 3'ear so long as the late for bills is not below is 3-29 /32'f. 
This is done even if the India Office balance is liigh enough 
to dispense with this source of suppl\^ for the time behig. 
Several watnesses have criticised this practice, and its 
justification is not veiy clear when there is no particular 
need at the moment for the pioceeds of such sales. It is 
argued in favor of the practice that m this way the India 
Office aie able to feel the pulse of the market and take 
advantage at once of any increase in demand. But this 
object could be attained, sai^s the report, by contmumg the 
Invitation for tenders weekly while refusing to sell at very 
low lates except when money is actually required 

The conclusions arrived at by the Commission are that 
“the India Office perhaps sold Council drafts unnecessarily 
“at vei^’- low rates on occasions when the London balance 
“was in no need of leplemshment, but we do not recom- 
“mend any restrictions upon the absolute discretion of the 
“Secretary of State as to the amount of drafts sold or 
“the rate at which they are sold, provided that it is 
“within the gold points The amount and occasion of 
“sales should be fixed with reference to the urgency of 
“the Government's requirements and the rate of exchange 
“obtamable, whether the drafts are against Treasury 
“balances or agamst the Reserves “ 

The feeling in India is that the Secretary of State should 
always sell at a fixed rate, say is. 4 j/i6d , or that he 
should never sell below par. In this connection the follow- 
ing remarks made by the Pwneer (in its issue dated 23rd 
May, 1914,) win probably be read with interest ; 
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At the ca)e of Ocraoefl BiDj on Wedneeday the 20th, the Seo tuy of State 
dbposed of regular blUs for Ra. 10,80,000 at the rate of la. 3 IB/lOi per rupee 
and telegraphic tranrien for Ra. 0 10 000 at the rate of la. 3 31/32i. per rupee. 
The albtment of GoonoU bllU for next week ii Ra. 10 lakha. The abore ahora 
that there haa been a farther weakening In the rate of exohai^ thia week. It 
mart, hawerer be remembered that exchange U ahraya Inohned to be weak in 
April auH May and that la the preaeut year thft wcakneaa wai dfaoloaed aa early 
as March, which U ordinarily a rotmth of falriy firm eithange to thot the 
fng lownew of the rate of exchange b not artraordiaarv What, howorer la aur 
prbina U that the Secretary of Stato thonld think It worth whDo to eell theao 
tmaQ paroela of Conncih, which oan hardly be neoettary for trade reqalrementa 
while thereby empba^ripg the lowueas of exchange, moro partlculariy In face 
of the dlatlnct rexmmeoditloni of the recent fnHtan Carrenor CommlsiJon to 
the contr a ry 

The sale o£ Coanal biUa below the specie point (is 4d ) 
IS a procedure on the wisdom of which the people of 
this country ore not at all convinced j 

Gold In IntemnI CIrcqtatlon ‘ 

Discussing the question of gold m the internal currency 
of India the Royal Commission have laid sigmficant 
stress on the pomt that the first efforts to actively cn 
courage the use of gold m circulation in India proved a 
failure 

The popular impression m India is just the contrary 
People think that the course pursued by the Government 
has prevented the pubhc from obtaimng sufiiaent gold 
and it IS inconceivable to beheve that if anv sincere efforts 
had reallj been made to encourage the use of gold m 
internal arculation they would not have met with success. 
Except in places where tlicrc is a currcnca office gold 
sovereigns ^ at a premium thus tcstifimg to their scar 
cit\ and the peoples cravang to ha\c them The efforts 
of the Gmcmmcnt to nctwch encourage the use of gold, 
if anj ha\-c perhaps been of the same nature as the 
provision that Prcsidencj Banks raa> retain on pasanent 
'of interest sums m excess of Uiose nhicli it is the prac 
ticc to lease «ath them This proiasion though exMlug 
m black and \ilutc had i-cr> htUc puhliatj and cicn tlic 
Prcsidcncx Banks probabU had htUc knowlcdee of It 
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nor was it actively pul into use to lelieve acuteness of 
tlic money market It is not difficult to imagine that 
the Government may have i^'Snecl notifications to en- 
courage the use of gold in internal currcnc}^ hut, as 
happens with mo'^t of (lie measures mlioduccd by the 
Government under picssurc of ]>ubhc opinion, the actual 
carrndng out thereof was done m such an mdiffeient and 
hnlf-liearlcd manner a< to more or less stiiltih^ the results 

The arguments pul forward by the people, and their 
representatives in the Picss and m Council chambers^ 
urging the extension of the use of gold coins m tlic internal 
cuirency of tlie country, ns apart from their lioardmg 
in reserve treisunes f^r use in llie adjustment of foreign 
balances wdieii re'juircd, are based on tlie accejited canons 
of economic law' and arc in consonance witli the practice 
followed m all the civilised coimtiics m the w'orld The 
plnlosophers and the statesmen of Kngland, and of other 
civilised nations, have all declaied the superiority of the 
noble metal to silver for purposes of currency, and gold 
currency is iimversalh' rcgaidcd as tlie ideal currency 
of a progressive nation It carnes with it a prestige and 
credit m foreign markets, denied to countries having a 
silver currency. The constant mintage in huge quan- 
tities of a depreciated token currency has filled the peojile 
wdth alarm and distrust wdnch finds expression m the 
revival of the habit of lioardmg gold The hoarding 
habit had greatly disappeared but the recent imports 
of bullion gold into India, and the impossibihty of their 
use as currency owing to the absence of any medium 
whereat bulhon gold could be converted into coins of 
the realm, points to a loss of confidence m the token 
rupee and to the levival of gold hoarding with renewed 
vigour This is a point requiring closest attention The 
Royal Commission has recognised the necessity of securing 
confidence abroad in the exchange value of the rupee. 
The need for confidence in the genuineness and solvency 
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of the internal currency is also absolutely imperative and 
an acqnamtance wiUi the history of economic organi 
sahons would mdicate that the practice of floodmg 
the market with a token currency at a time 
when the tastes and moods of the people are showing a 
repulsive change m respect of their use would gradually 
result m forcing all existing gold coins out of circulabon, 
and if persisted m, the people s hunger for gold will get 
whetted and be fraught with far-reaching consequences 


The Commissioners urge that m view of Jhe artifiaal 
value given to the rupee m its relation to the sovereign 
and of the magmtude of India’s trade with foreign cc — 
absolute secunty ought to be provided for the cc 
bhity mto sterling of so much of the mtemal cu '“M 
as may at any time be required for the settlem i; 
India 3 external obligations and for this purpose °‘l 


urge a huge reserve of sterhng miestments and 


___ 

gold m England. 'This is all very well but the point iP'j, 
requires eluadabon is that India s tra^ with foreign 
countnes almost mvanably results in a balance m favor of 
India. The extent of calls that are reasbnablj and likely 
to be made on the Gold Standard Resene is exaggerated 
beyond all limits and is made an excuse for hoarding 
milhons of worth gold and that to6, six thousand of 
miles awaj from the country of ongin.' The accumulation 
of a stock of gold IS no doubt nccessaiy oumg to the 
pecuhnr position of the rupee but the process b> which 
this gold IS accumulated results m forcing three times the 
volume of o\ er a nlucd silver coins into arculabon for one- 
third aolume of accretion in the Gold Rcscnc If there- 
fore a resort to this Reserve is rendered neccssarj it will 
redeem onI> one-tliird portion of the token currenej which 
its accumulation had set into plaj unless the extreme step 
of melting down rupees is taken The cxcliangc 
IS tlius getting more and more complicated and difncu 
of solution in proportion to the growth of token curren^ 
and the onlj wa> of arresting the evil seems to he in c 
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direction of allowing future additions to the currency, 
when and as they become necessaiy, to take the form of 
gold, the importation whereof into India in settlement of 
the balance of trade ought to be freely encouraged. The 
existing gold reser^^es would then have greater chances of 
remaimng intact than the}^ have at present and the main- 
tenance of the exchange value of the rupee would stiU 
remam the guiding pnnciple of the currency pohcy. 

The revulsion in favor of gold is apparent in all direc- 
tions. Sir Alexandar McRobert said in the com'se of 
his evidence before the Royal Commission that he 
personall}'- does what he can to encourage the people with 
whom he comes in contact to use sovereigns rather than 
rupees. The general tenor of evidence before the Royal 
Commission discloses the existence of a widespread 
desire both in official and in non-official ciicles for a gold 
currency in active arculation. 

The Royal Commission, disregarding all this genuine 
3'-earning of the people for gold, have laid it down that 
the people should be educated into the use of economical 
forms of money, such as rupees and paper. 

There may be and indeed there is, some truth in the 
observation that sovereign for sovereign gold in circulation 
would be less effective than gold m reserve for supporting 
exchange, and if in consequence of a greater success m 
the popularisation of gold, gold in circulation were to 
take the place of rupees now circulating, there would be 
a depletion of the proportion of gold now held by Govern- 
ment m the Paper Currency Reserve But the evils of 
a pohcy of suboidinating the entire ciurency admims- 
tration of India to safeguarding exaggerated and magm- 
fied risks of exchange ought to be carefully con- 
sidered. The Royal Commission would seem to have 
itself been convmced of what it describes as a "general 
"want of confidence" m the currency system when it 



V vn V 


CDHHENCT ORGANISATIONS IN INDIA. 


observes that ‘the advocates of gold currency ought 
‘ to remember that every step m the duccbon of 
populansmg gold makes it more hkel> that people mil 
“chug to gold they have and seek to obtam rvhat 
"additional gold they can on any occasion of crisis " 
rather than part with it 

The ideal which the people m India set before themselves 
IS the system of the Umted Kingdom where fresh supphes 
of gold corns can be obtained at will by anyone who takes 
gold to the nunt for coinage. The argument of the Roj al 
Co mmis sioners to discourage the use of sovereigns for the 
fear that it wiU militate against the use of notes even 
though at first the sovereign may be able in some cases 
to obtam a vogue where at present this is not possible 
for notes, is therefore based on a hne of reasoning which 
IS hkelv to produce a feelmg of unrest 

The Commission s further observation that the increased 
use of gold should be discouraged for if the people once 
adapt their habits to the use of gold they will not be 
easily won from them so long as gold is casllj available, 
and its conclusion tliat it would not be to the ad\ outage of 
India to encourage an increased use of gold in the mtemni 
circulation are scarcely calculated to soothen the bitter 
ness of peoples feelings and the outrage which manj 
think has thus been inflicted on their sense of national 
respect will long rankle m their hearts 

The Commissioners have recommended tliat the people 
of India ought to be educated m the use of economical 
forms of currenej such as paper and sil\ er This ma) be 
a very desirable object in itself but the cspcncncc gamed 
does not encourage the hope that the present ntutude 
and the procedure recoraraended inll be successful in 
attaining it. There lias no doubt been n great inaease 
in the aradation of notes and this ma) be pointed to as 
an advance towards the use of v hat is described as eco- 
uonucal forms of currency But it would not do to 




S2XV1 


CUKRENCY ORGANTSATIOKS IN INDIA, 


Indian or Impenal standpoint to the establishment of 
a gold mint provided the com to be mmted is the sove- 
reign (or half sovereign) and it is pre- emin ently a ques- 
tion m which Indian sentiment should prevail If a 
mmt for the coinage of gold is not established, the 
Commission recommends that the notification of the 
Government s readmess to receive refined gold at the 
Bombay mmt should be renewed on smtable terms 

The attitude of the Commission towards gold currency 
has caused disappomtment m India as people were 
fondly hoping that the lalxrars of the Commission would 
hasten the attainment of their long felt desire for an m 
creased use of gold as currency and it would respond to their 
wishes for opemng of the Bombay Mmt for free coinage 
of gold It IS needless to add that, as clearlj foreseen 
b> the Commissiou itself any attempts to refuse legib 
mate facihties for the use of gold corns would be unjust 
''and foredoomed to failure and could only cause alarm 
and mstabihtv to the curreucj svstem as a whole and 
it is important that the Govcrmuent should continue 
to act on the principle of ginng the people the form 
'of currency lor which they ask. 

In tlus connection the following note of dissent bj Sir 
James Bcgbie Kt Sccrctan and Treasurer of tlie Bank 
of Bombay appended to the Report of the Rojal Com- 
imssioners mil I think, be read mth considerable interest 
m India 

} I i pgTrt tfcat I am tawbt fo ccocnr in tbe coocloiiniti and rre«mr*Tid** 
tioot conUlneU In !be Report cn the aabjrct cf tie cnmrxT puUj’ 

5. Th»l poli'V b'’ bwt dLrfctrd tv tbo altolaivmt o! ataUTitjr In tM n 
ehar^ raina of th« mpc« bv mme* c-f goU rpwrrw cuOcctrJ from It* pr't* 
rrali rd eo thr roltup rf ruprci. ^\Ubt U fcju rifttwifaJ ta acLierfeix 
olik^ It til brtni ht Inlo f*! lira*® an loVm ctm r t yj r *111- b. in tsy 

ojrlaWi. B^l fonJo^rr to tbt ielrmia cf lodiJ. I rrrtfJ tTet cf car 
te es ' j - a« V* f tf • cocxrtfy »b*clj aI«fU f,tj cn • I»rr* 

3. \ Hvd cf aeo* H tbW afi'3ci''n • 

b Urvzt cf li* eraram aciaalljr aderpud lc» Kvoriej itaUbty to It* 
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tta xtsa of oeoDoioical forma of o uri 'e ii qj b procoediog, tiie pro^billtba are 
at tbe people trOl none the lesa ooatioae to amass thdr growing wealth in aolid 
Id. In my opmloii, what b needed b not edaeatloo in the xae uf eeoaomieal 
rrasoy to mooh as edooatloa in the css of the stored ap gold. The drat step 
nrorer b to conrince the pecfpJe that U they nse thdr gold they will 
t It back wbeo they want It, and that cannot be done while there b thb 
tensire and expanding token uuiieuoy A onrreooy In whkh gold was a more 
ominent featnre and to whl h tcdcen coins were lees freely added would be more 
aotlcal as an ednoatiTe force. Gold coins woold be snhable and oonrenknt 
: many ordinary cnrrenoy porposes, tind by niing them the poblio sronH be 
sdnaDy led to use gold for other pnrposes, saob as Inrestmenb especially If a 
oxidereble droolation of gold existed, saffident to Inspire the pchlio srith con 
eooo that srhen they wanted thdr gold r es t o r ed to them they could get It 

7 I come tKxt to reasocs adraooed agafort a gold circulation for the support 
exchange. That of course, U true that gold in dnmlatlon U a better protection 
‘ exchange than token oolns. Gold in oiroalatloa can nerer endanger exchange 
ibUlty It cannot be too strongly emphasised that danger lies in the token cur 
3oy alone when unfarourable trade oondltioos preraO. In the words 
the Report (paragraph “It b the tarplas toksr» and not tbe gold 
rfaich will seek an outlet at time of weak exchange. Motcotot reurrce 
guM can be aecomubted from a gold cirmbtlos through tbe Dc4e iwse and a 
od hanking organbatloia Ercn under the exbtlag eystem tbe raort ntb* 
)tnry part uf goH fee ar r es b the gold b tbe Paper Corramy D*ptrtm»L The 
Q oqulralent of the curreniy (iraed agalQct it b sarei In gold for tbe reserre 
lereos the Gold Standard Rw er ro represents only about one third of tbe token 
r r e iwy from which t was eared, and will redeem only tbU pn>portloa uf it, 
Jess the extreme step b taken of melting down rupees. Abo a ooaildenble 
rtroQ of the coin raserre of the Note Deputmeot most be held in nipem at 
eeenl. IVIth a free circubflon of gcdd a much amaUrr portion could bo hcU 
rupees snd a eorrespondiagly larger part In tbe gold. 

8. The objection Ihst gold b sn expcodsw form of corrency b one which 
Mnsider can easily be pr e ss e d loo far in tbe ease of India. Tbe token currtney 
steadily exchanged for gold. To the extent at leaxt to which tbe process 
canted the country b not sared the expense of the gold by tbe ptesnal syrtrm. 
ho, If as I think b tbe caee the tolm curreoey has the effect cf mcourt jirg and 
rcnzthcnlng the boarding habit. It b not true economy to ol ject to the expecM 
a gedd e on epc y and as a rtaull to furcc goU oot of rircubtlon and prerret lU 
epfoymrat In other tuefo) wit* thw csuitcg extreme waits. 

0. AmIIkt ot J«Uoo b Ibil piVl culn «p«i.l1r cota oI .null -niv toiU 
( formidable rlT.1. to c ii TTr o cy note.. In rajr opinion note, will nmJl/ b. [ u- 
tird to coin— wbelber gold or .Ilrer— for meb porpo-. »» brnk tub lTi«TTt. 
id Irr<ltifolIy for rltcottej rrmltt ore.. If lb. two of note, fjr oTlme (nrpom. 
mUnj-ted In «r wot bj » rlrmbUmi of roll 0"“’ lerooio Ib* blt« 
TftTTwf. Il bo. lo b. i»mrTo'eTi.l Ibot note, n.jr b. .treml b/ lb rr"^ 
ood for riU. Tb“ jewinif IT Ib.t Itewi denuo-b wO ..-rred ibooll U re- 
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cognised. If the public went gold thej' wll get it whether they liold notes or 
rupees, and when they jircfcr gold they .are not likely to bo satisfied wuth notes, 
pajinent of which can be demanded only m rupees. 

10 The hoarding habit m India is no doubt a difficult problem. Its recent 
rapid do^clopment m increased demands for gold and the possibility of its fur- 
ther expansion, make it a epieslion of (he highest importance. I do not, how’ovor, 
think the opinion expressed in paragraph 7C of the Report that "the hoarding 
“habit is sanctioned by (ho experience of centuries in India and by religious and 
“racial laws and customs” sunieiently accounts for the accelerated pace it has 
latterly acquired In my opinion, that is to a largo extent the outcome of the 
policy which lias brought into existence the oxtensuo token currency. Up to 
the closing of tho Jlints m ISO.t to the free coinage of silver the public had been 
accustomed for generations to full a nine coins for their currency requirements, 
and the) are not now prepared to hold their profits and savings in tho form of 
over-valued rupees Hence their prcfcrcnco for gold, both com and bullion I am 
tUoreforo unable to agree that tho habit is one w Inch should be regarded as mevi 
table in Indian social or religious conditions and not susceptible to treatment. 
The statistics show that great progress has been made m atlrnctmg the cash 
reserves of the people into useful and profitable channels, such as investments and 
deposits xnth banks But they also show this later reversion to hoarding on an 
extended scale, w'hich is thus a retrograde movement, mcbcatmg a greater and 
not unnatural dcsiro for solid security than for profitable returns on investments 
in a currency medium w’hich docs not provide the kmd of security now clearly 
preferred It seems to me that it is not to tho mtcrest of India to have its rapidly 
accumulating wealth diverted into idle hoards by the token currency policy 

11. But even if that pohey has not been the cause of tho increased demand 
for gold, the difficulty remains of drawmg hoarded gold into profitable use Capil^ is 
proverbially timid and nowhere more so than m India If, therefore, the gold 
held in India is to bo attracted into useful employment it can, 1 thmk, be done only 
by providmg secunty that when it is mvested the mvestments well contmue to 
represent gold, and be convertible mto gold, by means of a gold currency policy 
m which the public will have confidence. 

12 For the reasons I have mdicated, I am of opmion that the true Ime of 
advance for the cmrency pohey is to discourage an extension of the token cur- 
rency by providmg increased faoihties for tho disfnbution of gold when further 
increases m the currency become necessary These greater facilities should, I 
consider, include the issue of gold coim from an Indian ramt of a value more 
smtable for general currency use tlian the sovereign and half-sovereign for the 
purpose of assistmg the distnbution of gold when, as is frequently the case, the 
balance of trade is strong in India’s favour and gold arnves in considerable quan- 
" titles I also thmk that supplies of gold coins should be laid down m the up- 
country districts with the object of giving the general pubhc effective opportunities 
of obtaining gold corns 

13. I do not however recommend the disposal mto •oiroulation of any of 
the existing gold reserves. The maintenance of tho exchange value of the rupee 
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■Honld contlime to be the giddlng prinolpla d the poHoy and the r eaer T c accmou 
lated ipwdtlly to lecure the lUbllity of etohmge ihould oontinud to be ipectfi- 
celly eet apart for that pnrpoee. But as fotore oddltiooj to the c uireu rj becom e 
neoemry bj reason of farcramblo trade balance*, the addition* sbooH take the 
form of gold which will be Imported In sotttoment of the balanoe of trade. With 
the present lyatem It fa fomethne* foond neoe ssar y to anticipate fresh addlllim* 
to the CTrrreooy by pruridlng tflrer foe cotna^ from the reoetre*. In my opinion 
ft wonid be better to fame goU from the Paper Cmrenoy Reserre to the pabUo 
fa such dronmrtance* and aflow the gold when Imported later to accumulate 
again in that res erv e. 

14 The procedure which I hare aoggested wonid, of come, be applicable 
only to normal Umoa. Should the situation caujed by the erfafa of 100 -03 recur 
and the gold reserrM bo depicted to aopport eichango and the rtaerve* faBated. 
the fame o! gold for faleenal purpose* would require to be auapended until the 
eorploa rupee reaerres were reabsorbed by the pnbho and the gold jeaem * 
restored. Bo long as such an extmshe token coinage fa fa ezirtCDce it 1* tm 
por ta nt that the pubtfa should use It. 

T^o Paper Currency 

The recommeudatjons of the Ro> al Commission regard- 
ing the Paper Currency ate of a very far-reaching character 
The Commissioners say 

(I) The fldocUty portion ol the Paper C nr reney Heaerre aheuld bo fa er ea r ed 
atoncofrom Htof^crores. Bat Inrteadefmetelj Using thUOgure aaamaziaoffl 
we propose that the nuudmum of the Sdoefary portion should be Qied at the amount 
of the notes held br the Oorernment In the Remrre Treamies plus cme-thlrd of 
the net cfroalatiou) (or the time being, tlader this proposal tbe farested portioo 
of the Reaerro win be at onoo facreswd by six ctotm. Wo reeommead that this 
reiult shoukl be edectod by a tncufer (at market ralae) of atsrling securitiet to 
t h«tt amount from the OedJ Sundird Rasarre fa ezohiage for six crorea of the 
gold now fa the Paper Curreaey Reierre fa India. 

(Q) So long a* the grots circulslloo oxcarlj 0) erorev It wOl be within tbe 
powtrof tbeautbotiJeatolncrcise the farertmeoti of the Reterre and we propose 
that the Oorenunfut should hare power not only tii nuke lueh farther pernunent 
faretlmenta a* they think flt bat also to mak* temporary farettmeijU ef to grant 
Icv^pi either fa I mlj* oe fa l>mdotk In India aueh loans ihoalJ be mad* to It* 
Pretidrecy Bant* on the aame term* as we pcopote to tbeeazeof tnes from btiaaw 
while fa London the Secrrtaiy ol Slat* shonld hare powrr to JeeJ out fa it* 
London market »um» rrerired fa payment lor Couaefl Dra/u sold agalnrt It# Cur* 
iTOcy RevTT* fa the bmr rra»oo *o k*g a* It# total cl tt# c*»h pcrlko cl th# 
Restrr* doe# not fad bebw Iwn-lhird# of lb* net cirraUllm. 

Wo hope lor th# loUrwlng alrautajra from our rrrunmeolslLjntr— 4 II wtC* 
the pe rm anent addition to lb# farentM pxtlrto ef lbs f>**rr# wul fta 

X ft #tt «ee*l o#» I*# a«iJ BU*# I** f**#* U# 

»tw# bdl t# U* a***r«t 
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thnn i'? by pnn( practice mul exp^rienre \Wtliout I'lv nnv waj- cndani^cruig 

llio comi'lcto ron\crlib)h{\ ot the nfjioi, the ro\cnuci of Ijuhiv.iH rccucc Iho 
ptxjhl wrnccl b\ jiUT'^finp the nn'oiinf nor,' hchl ullo in the form of gold m India, 
There \rj)l be owt-io e^^peenlh m the bu'iy fOi=:on, when it Mill bo oifo to lend 
femponnlv •^nn:'' Mhichit i.ould bo uiiui^o to iincit perm inonfl> (2) TJio poMcr 
to jmhc Kiteh loitr Mill, therefore, oniblo the Go\ernmcnl to cirn interest on 
$ums ivjjieh M'ould othervrj'ie h-' idle no" llo-^h, and Mill proudo nf (ho panic limo 
n much needed famh(\ for a (enio'^rm expatinon of (ho curronov in tho busy 
cear-on, b} \irtuc of mIiicIi the nnrl ot nny obtain roino relief, though not at 
lir"! pcrhap’i, a %cn grc"! nmo'uit. from iti rcsnrrent stnngcncv (3) Tho poiror 
to make (■^nipanira nnei’iu'nl, in lyando.i on account of (ho Paper Cnrreuoy 
Rc:''rrc M ^ll^^c n o.in.c'ii''’Ke to Ih'' Sc'^retarj of State in permitting him to soil 
Council Draft neam^t (ho raiMfr f'urnnc} I'c'cnc, in anticipation of aihcr 
purcha* Cj or of an\ other cam c, Mithout the los i of intcrc'^t or other diiadanntagcs 
aahich might ?aruc(inu,i come about if ho \rcru coiiipclltd, Mithout disorctionary 
poMcr, to utilre the entire prococ h of simh s.iloi m earmarking gold. (1) As the 
circulation of note, in India inr-rca'-M, it Mill be Mithin tho jiowor of aulhonties 
to incrco.''', n-, and Mh'’n d" trable, either the ponuanont or (ho tempornrj' inacst- 
raents of tho Hc*erro or both Mithout a. apccial Act (r>) Tho poircr to nialco 
loams from the caih held agauiat notea in (he Rciervo Treasuries Mill provide 
tho Goa eminent nath a U‘>cful alt^aiatiae or supplomontarv means of counter- 
acting some of tlicdusada niitagcs nriLing from the existing Rc‘-cn o Trensurj sjslcm. 

We think It cmincn (h desirable that (he use of notes m India should bo 
encouraged by nil legitimate iiioaii'’ ^^ltll this object m mom, mc recommend 
that the Government should increase, Mhcncacrnnd Mherever possible, tho number 
of places at M-hicIi tho notes arc cncnslinble ns of right ns mcII os tho extra legal 
facilities for cncashmcnU Wo think it Mould bo desirable to umvorsalise at 
once tlio notes of 500 rupees With tho oxpcricnco so gamed it maj’’ bo found 
possible to cany unu crsalisalion fitill higher. Wo do not think that tho extra 
cost of remitting specie from place to pinco to provido for tho encashment of notes 
M'ould, except nt tho outset, be appreciable, and wo think that, m any ooso, it 
would bo more than counterbalanced by tho advantage of an inoreoscd circula- 
tion of tho notes as a medium of currency. 

The gold remaming m tho Paper Currency Reserve m India will be used for 
meeting demands in India just as at present. Tho Government will not under- 
take to supply gold m all circumstances, but should bo ready m normal times to 
supply gold for mtomal purposes up to tho full extent of tho resources of tho 
metalhc portion of this Reserve. 

Tho Secretary of State will hold (m London) not more than the amount of 
£5,000,000 which we have allowed for as the normal amount of actual gold likely 
to be available in London outside tho Gold Standard Reserve in support of ex- 
change. In a time of cnsis this sum of £5,000,000 should be treated, not os the 
first Jme of defence for exchange, aa it has sometimes been called, but as standmg 
behind the Gold Standard Reserve, especially the gold portion of it, so far as ex- 
change IS concerned, while servmg also the important function of actings together 
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iho^ild conthme to be the guiding prfcdple of the poDoy pnd the r cj erre t ccumu 
lated ipcdiDj to eecare the tUhlllty of etehingo thould oontinoe to be ipedfi* 
ctDj eet apart for that purpose. But aa futme additkiiu to the c nr renp j become 
neceeaary bj reason of faroumble trade btOanoea, the addltlotu thoold take the 
Icfftn of gold which wHl bo Imported In aotUomeat of the Mupcr of trade. With 
the preaent ayitom It la eonirtlmea found nfce ua ry to autidpate frwh addHlooi 
to tho ourrenoy by proridJog aOver for eolnage from the rwerre*. In my opinion 
it would be bettor to fcwue gold from the Paper Cnrreney Rewe to the publto 
In tucb droumitanees emd allow the gold when Imported later to accnaralate 
again In that re se rve. 

14 Tho pruoedore which I hare auggated would of conrae be apidlcaUe 
onfy to normal tlmos. ShooM tho dtaaChm eatued by the orisli of 100 433 recur 
and tho gold reserrea bo depleted to support eiohange and the reaerve^ inflated, 
tho Inne of gold for Internal p ur poee s would require to bo tmpeoded tinrij tha 
turploa rupoe re ser re a wero leebtorbed by the pubUo and the goU resttres 
restored. So long ea such on exteodve token coinage Is In exiitace. It I« Im 
portant tint the poblie ahoold tt*e U. 

The Paper Carroncy 

The recommendations of the Roj al Commission regard- 
ing the Paper Currency are of a very far-reaching character 
The Commissioners say 

(f) The fidodary portion ot tho Paper Onrr enc y Itoserre ibonld be increased 
at once from Hto2UcroreL Hot hutead of merely fixing thbGgure aiamixlmnrn 
we propoM that tho maximum of tho fiduciary pertieo tbouk) be fixed at the amonat 
of the notoo bdd br tho Ooremment in tho Itescrre Treasuriea ploa one-third of 
the net drculaUon) for the time behi^ Umler thlr proposal the InreateO pt^rtloo 
of the Reaerro will bo at once Increawd by alx crorei Wo recommend that thif 
remit should be slleeted by a traoaler (at market value) of sterhog se^orltiea to 
that amount from tho Ooll Standard rteusrre In exchange for tU eroreu of the 
gold DOW In the Paper Carreooy newrve In India. 

(D) Bo long as tho gro« drenlatioo eiceeds 05 cr orea. it wCl bo within lbs 
power o! the anthoritlea to increase tho InveitmeuU of the Rwefre and we propose 
that the Uoremmeot ahoold bare power not only U* make to*h forlhrr prraaiwflt 
IttreatmentJ as they tbbk fit but also to make temp-jrary InveirtBmjlJ or U> ftaat 
loans either la India or in London. In India toeh loam sboald be nude to Ih* 
Prriidenoy tTinVi ou tho same terms a* we propov la Ibe ease of loans from biliace* 
wbQs In Loadon the Secretary of State sbonlJ hare power to leod cot to tb* 
lamdou market suras receive d la psym»ol (or Conn D Drafts soil ajslntt ibs Cut» 
rtcey Itowtre In the bn y *ra.*ofS so km* m the total cf the caih yertim cf tic 
Reenr* rsot (all bebw twi>-lhird* of ibe net cimUtUnL 

Ws hop* for the (aHowIaj a-lratjtarrs (rum o«r rvomm^olaiiJcj* r— <1| *ll> 
Ih* pcrmanfol adhiioo to the lare^lcj yortlso th* ftorafr* wtH eo 

I Ftf •.»! tn^J 1AW (M a-» U 0>»a *,**4 la* jm# U* *■***< 

OMn Ml t*sa« a«wrT« rr*AnnM. 
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than is justified by past praotioe and oxpenence -mthout in any way endangering 
the complete convertibihty of the notes, the revenues of India wdl secure the 
profit earned by mvestmg the amount now held idle in the form of gold m India, 
Tliere will be occasions, especially m the busy season, when it will be safe to lend 
temporarily sums which it would be unwise to mvest permanently (2) The power 
to make such loans will, therefore, enable the Government to earn mterest on 
sums which would otherwise be idle needlessly, and will provide at the same time 
a much needed facihtv for a temporary expansion of the currency in the busy 
season, by virtue of which the market may obtam some rehef, though not at 
first perhaps, a very great amount, from its recurrent stnngenoy (3) The power 
to make temporary mvestments in London on account of the Paper Currency 
Reserve wdl be a convemenoe to the Secretary of State m permittmg him to sell 
Councd Drafts against the Paper Currency Reserve, m anticipation of sdver 
purchases or of any other cause, without the loss of mterest or other disadvantages 
which might sometimes come about if he were compelled, without discretionary 
power, to utilise the entire proceeds of such sales m earmarkmg gold (4) As the 
circulation of notes in India increases, it will be witlun the power of authonties 
to mcreaae, as and when desirable, either the permanent or the temporary invest- 
ments of the Reserve or both without a special Act (6) The power to make 
loans from the cash held agamst notes m the Reserve Treasuries will provide 
the Government with a useful alternative or supplementary means of counter- 
acting some of the dis advantages arismg from the existing Reserve Treasury system. 

We think it emmen tly desirable that the use of notes m India should be 
encouraged by aU legitimate means With this object m view, we recommend 
that the Government should increase, whenever and wherever possible, the number 
of places at which the notes are enoashable as of nght as well as the extra legal 
facihties for encashment. We think it would be desirable to umversahse at 
once the notes of 500 rupees With the expenence so gamed it may be found 
possible to carry umversalisation still higher We do not think that the extra 
cost of remitting specie from place to place to provide for the encashment of notes 
would, except at the outset, be appreciable, and we think that, m any ease, it 
would bo more than eounterbalanced by the advantage of an mcreased circula- 
tion of the notes as a medium of currency. 

The gold remammg m the Paper Currency Reserve m India wdl be used for 
meeting demands m India just as at present The Government wdl not under- 
take to supply gold m all circumstances, but should be ready m normal times to 
supply gold for mtemal purposes up to the full extent of the resources of the 
metafile portion of this Reserve. 

The Secretary of State will hold (m London) not more than the amount of 
£5,000,000 which we have allowed for as the normal amount of actual gold likely 
to be available m London outside the Gold Standard Reserve m support of ex- 
change. In a time of crisis this sum of £5,000,000 should be treated, not as the 
first Ime of defence for exchange, as it has sometimes been called, but as standme 
behind the Gold Standard Reserve, especially the gold portion of it, so far as ex 
change is concerned, while serving also the important funotipn of acting, togethe^ 
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vltli and in iopport of tbo gterting tecaritle* fai tl» Paper CmrcDoy Be ten e 
u a final reaonrce £or tecnring the ccnvntlblllty of the iKitea In an iDtemi] cridi 
In Jn d l a. Any additions to the gold hdd gd account of the Paper CmrcDcy Re» 
•erro la London over and above the tom of £5,000^000 ihoold bo regarded e> 
temporary only and used aa and when requbed for the porchue of aUrtr for 
coinage Into mpees, the fonctiun of vooh additkma] gold bdog to the 

pteroa 1 cuaoHiy ol lodla and not to aopport exchanges 

The people m India are no doubt very grateful to 
the Ro}^ Commissioners for their suggestions to extend 
the use of Paper Currency Reserve for purposes of making 
temporaiy loans in India donng times of stringency 
and for their recommendabon in regard to the umver- 
salisabon of notes of Rs 500 and higher denommabons 
Any extension of the faenhbes for the encashment of notes 
■will be greatly welcomed by the large mass of note-using 
popnlabon and tend to populatise and widen the use of 
the Paper Currency 

The question of investment in fixed secunbes is n 
contenbous pomt Looking through the arcumstances 
surrounding the growth of the Paper Currency m India, 
I think that the fiduaary porbon of Poper secunbes 
already stands suflSacntlj high This matter is discussed 
at length in Chapter V 

It maj penhaps cause un necessary apprehension 
if the Govemmemt arm thcmsclrcs with general powers 
to cohnn ee the fiduaarj porbon of tlie Paper Currenej 
Reserve as and when the> like according to the fluctna 
bons m the volume of the arculabon Er eij altcrabon m 
the fiduaarj porbon of tlic Rcscuvc ought to be made, 

I think by means of a special Act ns has bitlicrto been the 
case in India and in England People tlius ha\c opportu 
mbes of renewing tlie situation from time to time and can 
discuss the matter in all its hearings Sucli discussions 
tend to establish confidence m tlie airrcncs ndministmlion 
of the countrj and chances nrc afforded to the Goi eminent 
to caepkun nwaj misunderstandings and also to tlic public 
to rectifj erroneous impressions and correct its Lno*cledgc 
of facts and figures 
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Tlie lecommendation of the Commissioners to make 
temporal investments grant of loans in the busy sea* 
son in India is a welcome movement and all further invest- 
ments from the Paper Currency Reserve for the present 
may, I think, be restncted to such temporary loans only. 
The mtioduction of the principle of investment of money 
from the Paper Curiency Reserve m the Tondon loan 
market would, probably, cause severe comment in India 
and might easily excite suspicion. In the inteiests, there- 
fore, of the stabiht3^ and growth of the Paper currency, 
I would urge that the ideas of investing Paper Currency 
Reserve in loans in England be abandoned The Enghsh 
money market is aheady being considerably helped from 
Indian funds, tlirough investments from general cash 
balances and from the Gold Standard Reserve, and the 
extension of this practice to the Paper Currency Reserve 
may well be regarded as inexpedient. 

The investment of a part of the fiduciary portion of 
the Paper Currency Reserve in sterling secunties is 
highlj^ objectionable in view of the consideration that cur- 
rency notes are a purely Indian institution and all bene- 
fits ansmg therefrom should be confined entirely to India, 
and not charitably given away to ease the market of 
gilt-edged securities m foreign coimtries Apart from 
all this, India stands to lose m a large degree through 
the needless investment of Paper Currency Reserve m 
depreaating sterhng securities instead of the Indian 
securities the market for which, in spite of the financial 
crises and famines through which the country has so 
often passed, has always remained firm and steady. If 
the field of investment in the Government of India pro- 
missory notes is considered too narrow, the list of accep- 
table Indian securities may well be enlarged. 

The Royal Commissioners have been pleased to observe 
'"that a paper currency, if readily encashable, is the most 
"economical medium of circulation, and at the same 
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^ tune provides a readily available reserve of gold for 

foreign remittances ’ The tendency to manage the 
Paper Currency Reserve with an eye to its use for support 
of exchange and for foreign remittances is a pohcy on 
the soimdness of which the Government cannot be con 
gratulated and the anxiety of the Home Government to 
divert the Paper Currency Reserve from its primary 
function as disclo'sed from the official correspondence 
published by the Royal Commission cannot but give 
nse to a feehng of distrust and tend to detract from 
the use of currency notes for purposes of keeping reserves 
and savmgs of the people 

The propoundmg of the pnnaple that tlie Paper Currency 
Reserve has any function otlier than that of cnsunng 
the convertibility of the currency notes is as expressed 
by the HonTile Mr Webb before the Commission parti- 
cularly VICIOUS and radically unsound It casts an nn- 
ment^ suspicion on the efficacy of tlie Gold Standard 
Reserve The thrusting of laindon money market interests 
into the Indian Paper Currency sj-stem and the removal 
of substantial portions of Currencj Rcserv e from India to 
England uiU nev er satisf> Indian critics and if persisted in, 
maj detract from the populnntj and general growth of 
the Paper Currencj itself 

Tlie diversion of Paper Currencj Reserve from its 
ongmal purpose and for providing sccuntj for the mam 
tcuancc of exchange is a step the soundness and wisdom 
of vvh ch lias been doubted bj expert financial ndva-ers 
of the Gov cmnicnt of India tliemsch es and it nnv watli 
all respect to the authorities be urged tliat it would be 
highlj prudent to rci ert as far as po sibic to Oic on 
ginal conditions regarding Uic treatment of these funds 
vu the entire hallion portion of the Currenev Rc'eno: 
should be held m India wa*U the *olc object of sectinng the 
prompt ctmv cp-ion of notes into such com ns the public 
innj larfuUv demand. Oivt mne crorcs woitUi gold eovc 
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reigns belonging to llie Paper Currency PeseiTe were, 
on 31st ]March, 1913, held b}’- tlic Bank of Hngland in 
Boiidon. Enlighlciicd public opinion in India views 
with great disfavor the removal of such big sums fiom 
India to England, and the continuance of this policy 
may perhaps engender, to use the very words of Pro- 
fessor Kc^nies, a membci of the Commission, feelings of : 

Jcnlonsv of (lio too po^\crful nnpontes of (he London Jfoncy Jrorlfct obtom- 
ing ■n-Iml $honId Ijolong to India’s ninrhot for (heir own purjioscs, jcnlou^ of 
the Sccrctan* of State Fconnng, hhe n ninn wlio inxc't'? nbrond, to eccic m this 
wny nn independence of Tndm in crt^e of (rouble, jcaIous^\ of Greet ]3n(nin, who 
might use or regard India's “car-marhed” gold ns her own war chest. 

A tiain of thought based on such premises produces 
Xiowerful and natural — though viewed from the stand- 
point of idealistic economics probably unfounded — prejudice 
which it is exceeding!}" difhcult to combat. It is, there- 
fore, highl}' desirable in the interests of smooth and 
contented govcnmient and for the expansion of paper 
money that a measure, like the one under discussion, 
w"luch provokes widespread critidsm be eschewed and 
abandoned. 

In accordance with the recoumieiidation of the Committee 
of 1898 (para. 70), that the Indian Government should 
restrict the growth of their gold obligations, and in view 
of the w"ell-known advantages of internal over external 
debt, it has been the recognised pohey of the Government 
to raise in India as large a part as possible of the sums 
which they reqmre to boirow each year. 

Those who are qualified to speak on behalf of the Indian 
banking commumty are all agreed in stating, says the 
Report that larger loans could be issued each summer in 
India, if some means were available for counteractmg the 
stringency that recurs annually in the wmter and early 
spring. The practice of makmg loans from the Paper 
Cmrency Reserve andfiom balances will certainly assist the 
Government in increasing their annual rupee loans m the 
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the necessity for advances in the lyondon money market 
became pronounced, the Indian expenence was not 
considered necessary and this useful practice was discon- 
tinued. The chairmanship of the Finance Committee 
is often bestowed on some Tondon Bank director who is, 
often, quite innocent of direct Indian financial expenence 
or knowledge. 

Until 1907 the salary of every member was £1,200 a 
year and the tenure of office was for 10 years. The 
salary now is £1,000 a year and the tenure of office is 
for seven years. 

Much criticism has been raised in India at the con- 
tmuance of a S5^stem which gives preponderatmg influence 
in the India Office Council to men engaged in busmess 
in the City and the practical exclusion of the representa- 
tion of the Indian non-official banking interests and 
experience. It is recogmsed that the pay and tenure 
offered by the India Office are generally considered insuffi- 
cient to attract the best class of fiondon finanaal advisers, 
as these remunerations compare very unfavorably with 
the general rate of emoluments earned by really able 
men m the City There is a general impression here 
that if the India Office have been able to secure, now and 
then, the services of able financial advisers on such scant5^ 
remunerations, the probabihties of the mdirect benefits 
derived from the utilisation of large Indian funds at 
exceedingly low rates of interest, and of the chances of 
obhging others in a similar manner, may have acted as 
powerful attraction in the acceptance of the job 

The Royal Comnussion have expressed themselves on 
this point as follows : — 

We find no ground whatever for the suggestion that the connection between 
members of the Pmance Committee and certam of the banks led to any kmd of 
favontism bemg shown to those banks The deposits were never made at any- " 
thing Jess than the best rate of mterest obtainable at the time they were made. 
There was no hesitation in removing a deposit from one bank to another if ad 
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summer The B ank s would probably be glad to keep 
larger holdings of Government stocks if by so doing they 
did not run the risk of having msufficient hquid resources 
n the busy season. 

Durmg the last two vears the Government of India have 
raised 3 crorea a year by means of 3 i% rupee loans float- 
ed m I ndia. I,ast year the loan was taken up at 96, 
at a tune when the market value m the London market 
of 3 i% India ster l i ng loan bills was about 87 In 1914, 
the loan of 5 crores was covered more than twice over and 
was issued at an average rate of about Rs 95-9-0 

Financial Orcanisatlon of the India Office 

The organisation of the India Ofiice and the procedure 
of its work are conditioned by Parhamentary Statutes 
under one of the prmapal Secretanes of the Imperial 
Crown working m co-operation with a Connol The 
financial work of the Council is conducted bj a rimmcc 
Committee. 

The rinance Committee ns now constatuted consists 
of five members of the Secretary of State s Council two 
of whom are bankers connected with large banks m the 
City of London the three remnirang members represent 
Armj Pubhc Works and General Administration The 
two financial experts hn\c no Indian cxpcnencc and 
there is thus at present no person in a Committee 
wluch represents the highest and most important fiminaal 
bod} of the Goicmment having an} direct knon ledge 
of Indian finance and commerce Tins is n sinking 
example of disregard for Indian feelings Need it tlien, 
be wondered wh} India s confidence in tlic India Office 
financial ndmimstrabon is getting weakened. Pormcrly 
no doubt there used to be in the Council one meniTier 
who had held some high Cnanaal office in or under the 
Goicmment of India, but on the retirement of Mr I inlay 
in 190C wlicn cash balances began to get swollen and 
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tlie necessity for advances in the I^ondon money market 
became pronounced, the Indian experience was not 
considered necessary and this useful practice was discon- 
tinued. The chairmanship of the Finance Committee 
is often bestowed on some London Bank director who is, 
often, quite mnocent of direct Indian finanaal expenence 
or knowledge. 

Until igoy the salaiy of every member was £1,200 a 
year and the tenure of office was for 10 years. The 
salary now is j^i,ooo a yodiX and the tenure of office is 
for seven years. 

Much criticism has been raised in India at the con- 
tinuance of a system which gives preponderatmg influence 
in the India Office Council to men engaged in business 
in the City and the practical exclusion of the representa- 
tion of the Indian non-official banlang interests and 
expenence. It is recognised that the pay and tenure 
offered by the India Office are generally considered insuffi- 
aent to attract the best class of Tondon finanaal advisers, 
as these remunerations compare very unfavorably with 
the general rate of emoluments earned by really able 
men m the City. There is a general impression here 
that if the India Office have been able to secure, now and 
then, the services of able financial advisers on such scanty 
remunerations, the probabflities of the induect benefits 
derived from the utilisation of large Indian funds at 
exceedingly low rates of interest, and of the chances of 
obhging others m a similar manner, may have acted as 
powerful attraction m the acceptance of the 30b. 

The Royal Commission have expressed themselves on 
this point as follows — 

We find no gronnd whatever for the suggestion that the connection between 
members of the ilnance Committee and certain of the banks led to any kmd of 
favontism being shown to those banks. The deposits were never made at any- " 
thing less than the best rate of mterest obtainable at the tune they were made. 
There was no hesitation in removing a deposit from one b^nk to another if ad-' 
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T»nt»ge could be •ecured in lo doing But w© think it adriuble to call 

the ettcntktt of the Secretary ol State to the Importance of aroldlag as far as 
podble tQ occasion for criticism of this natnxe. 

A scrutanv of the large advances made and the low 
rates of interests earned * as metioned on pages 136 and 
137* ^ould however show how very httle the above ex- 
oneration IS justified. 

In regard to the exclusion of Indian espenence from 
the Finance Committee of the India Council^ the KojtiI 
Commissioners appropnately remark — 

Baoeni politksd and social changes la Tfw^u hare led to an Iflcreoslog^ doto 
•cmtlny in India of tho OoTcmmenta financial administration^ and hare added 
TCry greatly to tbo amoont and tho Importance of the critloirma whkb arc directed 
in India against that admlniftratlon. Uoreortr these ciitidfms nov* ptyl ex 
preai l oa In tho form of qaertiema In the IcgisUtlTe CoDnolI ^ch hare to bo 
a m aered by tho Oorerament repreoentatlres. It appoan to u (0 be hardly 
oompatlhle with the zwnr ccmdJUcaa In India that just at thU time an alteration 
sboold hare been mado In the composition of the India Conndl and the Finance 
Committee, inrolring the oodiikm thenirom of any repreeesUtion of Indian 
financial orperleoeo. whether olBdal or non<oIEclal The mult has been to giro 
the re pr e sea tatlon of London Qty ei petienco o position of ondoe prominence la 
the Finance Committee, which li in onr opiniun, undesirable. 

Taking the present mood of the Indian people on this 
subject into consideration and weighing it witli the con 
ditions of the India Office rinancc Committee organi 
sabon the Comniissiou arc of opinion that tlic ideal 
constituhon of the Tinancc Committee would be one 
contmmng three members with Cnancinl cijicncncc, re- 
presenting — 

fa) Indian Official rimincc 

\b) Indian Banking and Commerce 

(c) The I ondon moncj market 

With n committee constituted ns aboaa: nnd tlie pnn- 
aple of the nbo\c recommendations respected in spirit, 
the Indian opinion nould probablj, be perfcctl} at jieice 

In connection mill Uic jiermanenl staff of the India 
Office it ma> be inlcrestfng to me ntion Uiat at the head 

nu *-«»«*»» «« « l**^?^* * I* 
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of tlie Financial Depaitment, but subordinate to the 
Pennanent Uiidei Secretaiy of State and to the Assis- 
tant Under Secietary, is the Financial Secretary, who is 
responsible for the financial work of the office. The 
Commission is of opiinon that a system winch thiows the 
whole bmden of supi^ljung speaal financial knowledge 
and criticism upon one single Secietaiy is undesirable ; 
and it, therefore, suggests : — 

Either (1) that the Under Secretary of State or the Assistant Under Secretary 
should har e Onancial c'cpericnco , or (2) that there should be two Assistant Under 
Secret-anes, of whom one sliould have had financial trainuig As between these 
nltemativcs wc arc umnlhng to express an opinion, bcheving that the choice must 
depend hugely upon the var^nng circumstances of the time and on the matenai 
at the disposal of the Secretaiy of State. Wo are content to record our opmion 
that, m one or other of those ways, the burden of work and responsibihty which 
previously fell upon the Financial Secretary should continue to be diminished, 
03 it 13 under the existing arrangement It has also been suggested that the Fman- 
cial Department should bo strengthened by the appointment of a second Fman- 
cial Secretary, to wliom business of a tcchmcally financial character sliould be spe- 
cially allotted. We bring this suggestion to the attention of the Secretary of State 

The pecuniary value to India of the efficient performance of the financial 
busmess of the Indio Office is very great and would amply justify any extra cost 
m salaries that might anso from the adoption of our recommendations 

State or Central Bank. 

In igoo-1902 a proposal was put forwaid before the 
Government of India for the amalgamation of the three 
Presidency Banks and the enlargement of their capital 
by a substantial amount on the condition that the Govern- 
ment would hand over to the amalgamated Bank the 
management of the Paper Currency and a large portion 
of the pubhc balances , subsequent proposals have, with 
more or less variation, revolved round these cardinal 
prmciples. Several difficulties arose in the framing of a 
workmg constitution for a State Bank for India, such as, 
the combmation of ultimate Government responsibihty 
with day-to-day independence for the authorities of the 
Bank , the preservation of unimpaired authority in the 
executive officers of the Bank, whose duty it would be 
to take a broad and not always a purely commerci^ 
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appointed by the Vicero} on the nominabon of the Gover- 
nor of the Bank and of the Government representafave 
on the Central Board But the appomtment of a Manager 
to a Presidency Head Office shall be subject to the appro- 
val of the Presidency Board (including representatii’es of 
the shareholders) of the Head Office in question. 

6 Withm the limits of the Bank Act the Central 
Board shall have absolute authonti and the signature 
of the Governor supported by a majonti vote of the 
Board shall be legally binding upon the Bank sam that 
the representatii e of the Go\ emment shall hn\ c dis- 
cretionary porver (for use in emergencies only) to suspend 
the carrying into effect of any decision imtil it has been 
reported to the A'lceroj with whom shall he an ultimate 
nght of veto 

7 The Central Board uhich will hate no direct 
dcahngs with the public shall hat e its offices and cstab- 
hshment located at Delhi (or Calcutta) Its members 
wall keep m touch i\ath the chief commcranl centres of 
the countn partly by the attendance from time to time 
of the Assessors and parth by tounng on the part of the 
Goicmor or his Deputy 

8 All trans.actions bctuccn the Bank and the pubhc 
in India shall be under the nutlionty of one or other of 
the Head Offices In the first instance Prc<idcnci Held 
Offices shall be established at Calcutta Bombay and 
Madras and the spheres of influence of the.se Head Offices 
sliall be the same as those of the existing rri.--iJcnc) 
Banks Ccilon shall ns at prc.inl be uithm the sphere 
of the Madras Head Office 

9 ]„ach Head Oflicc shall lie under the direction of a 
I’resideuca Board consisting of the Manner (uh'> shall 
be chainiiaii and have the easting vote) the JKpJty 
'laiiager a rcprc-tiitativc of the Local oovciimicnt and 
three or four uuofliaal members. 
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10. The tiuofiicial membeis shall be elected by the 
shareholders on the local register of each Presidency from 
amongst their own number. 

11. An}'- business, within the limits of the Banh Act, 
and not contrar}’- to the express instructions of the Cen- 
tral Board, entered into by a Presidency Board, shall be 
legally binding on the Bank. 

12 Although the Cential Board shall have authority 
to issue instructions, to which the Presidency Board shall 
conform, on all matters, nevertheless in general, and faihng 
special prioi instructions to the contrary, a Presidency 
Board shall have entiie disci etion to transact on its own 
authont}^ all business of the following descriptions (subject 
to such restrictions as regards the maximum and mimmnrn 
rates of interest as the Cential Board may from time to 
time impose in respect of the several classes of business 
enumerated below) — 

(i) To discount Indian trade bihs, maturing within 
a maximum period of six months 

(u) To rediscount sterling trade bills, bearing the 

endorsement of another bank. 

(m) To make interest beanng loans for periods 
not exceeding six months agamst such kind 
of security as is permitted by the Bank Act 

(iv) To buy and seU in India gold buUion and such 
bonds and securities as may be dealt in ac- 
cording to the provisions of the Bank Act. 

(v) To provide trade lemittance for customers to 

all parts of India, and private remittance 
to Tondon 

(vi) To accept interest and non-mterest beanng 
deposits. 

(vu) To accept valuable goods for safe keeping. 

(vm) To open, staff, and control branch banks at 
any place withm the Presidency Board’s 
sphere of influence. 
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appointed by the Viceroy on tbe nomination of the Gover- 
nor of the Bank and of the Government representative 
on the Central Board But the appomtment of a Manager 
to a Presidency Head OfBce shall be subject to the appro- 
val of the Presidency Board (mcludmg representatives of 
the shareholders) of the Head Office m question 

6 Withm the limits of the Bank Act the Central 
Board shall have absolute authontj and the signature 
of the Governor supported by a majontj \ote of the 
Board shall be legally bmdmg upon the Bank sa\ e that 
the representatii e of the Government shall haan dis- 
cretionary power (for use in emergencies onlj) to suspend 
the carrying into effect of an> deasion until it has been 
reported to the Viccroj with whom shall he an ultimate 
nght of veto 

7 The Central Board which will ha\c no direct 
deahngs with the public shall haa e its offices and cstab- 
hshment located at Dellu (or Calcutta) Its members 
avail keep in touch wath the chief commercial centres of 
the countrj partlj bj the attendance from time to time 
of the Assessors and partla bj touring on the part of the 
Governor or his Deputa 

8 iUl transactions between the Bank and the puhhc 
m India shall be under the nutliontj of one or other of 
the Head Offices In the first instance Presidcncj Ilc.id 
Offices shall be established at Calcutta Bonibaa and 
iladras and the spheres of influence of the«c Head Offices 
sliall be the same as those of the existing Pic'nlcnc> 
Banks Cejlon shall as at jircseiit be wathiii the sphere 
of the Madras Head Office 

9 kacli Head Office shall lie under the diicction of a 
Presidencv Boird consisting of the ^faI^gcr (who shall 
be chairman and have the imsting vote) the Dep il> 
■Manager a ri.|irc'<ntative of the Local Oovermnent and 
three or four unofficial racmbctig 



m^RODUC^ION. 


liii 


10. The unofficial members shall be elected by the 
shareholders on the local legister of each Piesidency fiom 
amongst their ovni number. 

11. An}' business, withm the limits of the Bank Act, 
and not contrar}^ to the expiess instructions of the Cen- 
tial Board, entered into b}^ a Presidcnc}’- Board, shall be 
legall}'- binding on the Bank. 

12. Although the Cential Board shall have authority 
to issue instructions, to which the Presidenc}^ Boaid shall 
confoim, on all matters, nevertheless ingeneial, and faihng 
speaal prioi instructions to the contraiy’’, a Presidcnc}?' 
Board shall have entire discretion to tiansact on its own 
authont}' all business of the following descriptions (subject 
to such restrictions as regaids the maximum and minimum 
rates of interest as the Ceulial Board ma}’- from time to 
time impose m respect of the several classes of business 
enumerated below) — 

(i) To discount Indian trade bills, maturing within 
a maximum period of six months 

(n) To rediscount sterlmg tiade bills, bearing the 
endorsement of another bank 

(m) To make interest bearing loans for periods 
not exceeding six months against such kind 
of security as is permitted by the Bank Act. 

(iv) To buy and sell in India gold bullion and such 

bonds and securities as may be dealt m ac- 
cording to the provisions of the Bank Act. 

(v) To provide trade remittance for customers to 

aU parts of India, and private rermttance 
to kondon 

(vi) To accept interest and non-interest bearing 

deposits. 

(vn) To accept valuable goods for safe keeping, 
(vm) To open, staff, and control branch banks at 
any place within the Presidency Board’s 
sphere of influence. 
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The scheme proceeds the existing assets of the 
Bank wdl be accurately valued. It is beheved that 
as they stand m the books of the Bank at present, 
the assets are almost certainly undervalued. The re- 
serves of each Bank wiU be levelled so as to bear the 
same ratio to their respecbve capitals This ought to 
present no practical difficulty as the ratios of reserves 
to capital m the three Banks happen to be very nearly 
equal. Any difference will be adjusted by reduemg 
reserves and paymg away the excess to the shareholders 
or by mcreasmg the reserves out of earnings hereafter 
One share will be issued m the State Bank for eacli share 
held in the Presidency Banks It would be advisable not 
to add the reserves of the e-xisting Banks to the capital and 
distnbute them by wav of n new issue of shares. It 
would weaken the balance-sheet of the nen Bank and 
create an imwieldy nominal capital on which to paj dm- 
dends If mcrease of capital is considered desirable, new 
capital might be issued for Rs 3 75 oo 000 (doubhng the 
existing capital) of which onlj tnent> per cent maj be 
called up The offer of such shares to the existing share- 
holders ^ro raia at a premium of (saj ) 100 per cent, would 
be a valuable concession to them or the issue maj men 
be made at par if it is considered politic to offer great in 
ducements Power could be taken m the Bank Act to 
issue 5 per cent preference sliarcs to a considerable amount 
It ma> be mentioned lioweccr tliat there is no nccessitj 
for increasing the capital ns mill the control of the paper 
currency and of tlic Goaemments cash balances llic 
resources of the Bank would be rcr> great 

The question of the di\ won of profits between the share- 
holders and the Go\-cmmcnt raised a problem of a goo-I 
deal of difficnll> The management of note b tie an 1 of 
tile Goaernment balances would provide the Hank with 0 
conjidcrablc source of revenue, bldj to grow in tie 
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future, in tlie fruits of wiiicli the Government must ob- 
viously share. 

It has been suggested in Piofessor Keynes’ scheme 
that the Imperial Bank of India should perform, with- 
out special remuneration, the duties connected with 
the purchase of gold bullion, issue of gold and silver, 
management of the note issue and custody of the 
Paper Currency Reserve , also, to manage the Govern- 
ment debt in India, to accept pa3mients and make dis- 
bursements on behalf of the Government (Imperial and 
I/Ocal) at ah places where the Bank has set up a branch, 
and it should be a declared policy of the Bank to open 
branches, as rapidly as opportumty offers and the neces- 
sary staff and organisation become available, at most 
places where there is now a District Treasury 

The Bank should pay to the Government annually a 
sum equal to the present mcome from the sterhng invest- 
ments now m the Paper Currency Reserve and from such 
investments as are proposed by the Commissioners to be 
transferred to it from the Gold Standard Reserve m ex- 
change for gold 

The net profits of the Bank, after due allowance for 
depreciation and preference dividend (if any), are recom- 
mended to be dealt with as follows — 

(a ) — a dividend of ten percent to shareholders. 

{b ) — of the remamder, two-fifths to be transferred 
to the reserve when this remamder is not more 
than 20 per cent of the capital, and one-thud 
when it exceeds 20 per cent. 

(c)— the balance should accrue to the shareholders 
up to an additional 5 per cent of then capital, 
and thereafter to the shareholders m the 
proportion one-thud, and to the Government 
in the proportion two-thuds, 

n 
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At present the net profits of the Presidency Banks are 
approximately 17 per cent , of which 14 per cent is dmded 
and 3 per cent placed to reserve. 


The effect of the proposed provisions would be seen 
from the followmg table (m percentages of the capital) — 
To^hardiMa^ To Reserve To Government 


cent 




10 

10 



12 

II 1/5 

4/5 


15 

13 

2 


i6 

13 3/5 

2 Vs 


i8 

14 4/5 

3 1/5 


20 

15 1/3 

4 

2/3 

22 

15 11/15 

J 4/5 

I 7/15 

25 

16 1/3 

2 2/3 

28 

16 14/15 

7 1/5 

3 13/1S 

30 

17 1/3 

8 

4 2/3 

ProiTsion should be made for 

an increased proportion 


to Go^e^uncnt in the c\ciit of net profits e\cx exceeding 
30 per cent 

There would be conditions m the Bank Act prondiiig 
for the TC\TSion of relations betneen the sliareliolders and 
the Goiemnient The Act maj the ‘clirme mjs Lc 
rcMciicd at mtcnnls of ten ccar' and 'liould be 'ob- 
ject to equitable rci isioa at the option of Coi cmniciit or 
at shorter intenaLs intli the concurrence of the 'hare 
holders At each dccrnnial tension the Got crrnicnt 
should be free to tnl e o\ er the uliolc goodi ill and a cts 
(including the rc'ene) of the Bank at 15 \car-. purclia-c 
of the annual atcrage of the 'unis pat able to tic liarc- 
lioldcn in the Ctc jears preceding J lofi or I tines 
apjiiopr atcK remark's 

T>fl tr-t J-fuTl In r»' la f'u*- I* *inl rn .^^1 »1 »1 CV 

1 lulh .(ll-r .m-nnl, I -,1 n li ' I- »'l' O'* 
cf • * m--n I rrj 0 tal^r I ^rtar f-Tl. * * 

ihl- I lrea»T-'™i tittun.a,rr I • .’Vt-jvfMf 
Tr ta » Gl » V 1 wi I l.r .1 It 1 » m»- It <Ue T tr-’t “I" 

»*’t rrfa * rTT.-lTfc>Tr r.Trt *(. illJr.-T ta wxl\ 
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A leserve may, if possible, be created out of profits 
for the equalisation of dividends, as piofits in banking 
aie bkely to be ver}^ fluctuatmg. 

The rules ^noposed foi goveimiig the Indian Curiency 
Note issue provide that up to 40 pei cent of the gross 
circulation of notes (which includes the notes held by the 
Bank itself in reseiwe) may be held 111 a fiduciaiy form 
without paj'uient of tax, the balance being held m cash 
(gold or rupees) ; or, up to 60 per cent ma3^ be held in a 
fiduciar}^ foiin, on pa3mient of a tax to the Government at 
the rate of 5 per cent, per annum on the excess of the 
fiduciary issue above 40 per cent of the total cnculation 
The propoition of cash should never fall below 40 per 
cent, save that the Secietaiy of State m Council shall 
have authoiity, in emergenc3^, to suspend the pi 0 vision 
of the Bank Act which enjoins this 

In a country like India where the use of cuirenc3^ notes 
is still in its infancy the above percentages for fiduaary 
holdmgs (i e , investment of the Currency Reserve in, 
gilt-edged securities) are far too high I have mentioned on 
pages 110-13 of the book some of the reasons why, m my 
opmion, the fiduciary portion of the Currency Reserve 
ought not to rise above 33 per cent, of the cnculation. 
If it is allowed to work up higher, any monetary upheaval 
causmg more than the ordinary pressure on the currency 
offices for the encashment of notes might cause 
inconvemence and trouble to the Bank authorities and 
may even put them in danger of havmg to apply for the 
suspension of the Bank Act Bxcept in cases of war, recourse 
to such a measure would be likely to engender pamc and 
hamper the growth of the note issue. The force of these 
observations would be apparent when it is remembered that 
the existmg fiduciary issue has been only 24 per cent, of 
the average gross and 26 per cent, of the minimum gross 
circulation in 1911-12 , and the correspondmg figures 



k 


CDEEENCY organisations in INDIA 


(estimated) m 1912-13 were 21 per cent, and 24 per cent. 
It has been urged that m grave emergencies when the 
Government s guarantee for encashment of the notes ma> 
possibly be required the com in the Gold Standard Reserve 
would provide a temporary bulwark pendmg the reall 
sation of the sterling secunbes To cast glances on the 
Gold Standard Reserve for covering the consequences 
of indiscrebons m fixmg the amoimt of the fiduciary por- 
bon of the Currency Reserve is a hne of pohcv that should 
never be allowed to come mto play Even at tlJe risk 
of a dimin ished revenue from the currencs rcserVe in 
vestments the only nght course would undoubtedly be 
to keep the porbon of com so ample as to meet on 
acute crisis } 

As regards the form of the fiducian issue at present 
10 crores are mvested in the Government of India Pro 
missory Notes and 4 crores m ConsSfe"" It has been sug- 
gested that tlic proporbon of foreign stcrhng secunbes 
should be raised to 10 crores This would make 20 crores 
m all of permanent investment and this is the lughest 
figure at which it is thought the permanent in\cstmciit 
ought to stand at present. 

I consider oven this is too high a figure and that the 
permanent in\csbncnts may remam at 14 crores ns at 
present. 

Tor the fiuctuabng part of the Cduciarv rcscnc, hills 
of e-vchange has ing two good names to them and llwt 
ha\e passed through some Bank uould be preferable 
if tliej could be ohtarned 

The scheme furUicr mentions that — 

(1) The Gosemment promissory notes uould lie cancel 

led and replaced m tlic booLs of the Bank by a 
Gowmment book debt bcann" no mtcrc't 

(ii) TIic consols would l>c taken os cr at mat*ct s jlu'"^ 
The imtial boo< value should m the cs'cnt o' 
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depreciation, be written domi to maiket value annually 
but should not be written up, in the event of appiecia- 
tion, until maiket value exceeds book value by lo per 
cent., and then only by the excess beyond lo per cent. 

(ni) The approved securities, accepted as liduciar}^ le- 
ser^^e, would be calculated with a margin of 5 pei cent 
The bills of exchange would be taken at pai, less rebate, 

(iv) In the published accounts of the Bank, a distinc- 
tion would be made between the Issue and the Banking 
departments m the same wa}’’ as is done m the case of the 
Issue department of the Bank of England. 

Though the management of the paper curiency would 
rest with the State Bank, it is thought that the notes must 
remain Government notes in the sense that the Govern- 
ment, in addition to the Bank, would guarantee their 
conversion into coin. In this case they could preseive 
their present form and appearance unchanged, 'ix., they 
could remam, as they are at present, Government piomis- 
sory notes payable on demand at certain places in legal 
tender money. This would allay suspicion without lay- 
ing on the Government an5^ real additional burden Foi 
if the Bank were, b}^ a violent chance, to get into diffi- 
culties, there could not be the least doubt that the Govern- 
ment would have to maintam the solvency of the note 
issue whethei they had formally promised to do so or 
not 

As the Government would guarantee the note issue, 
the securities and cash belonging or pledged to the Issue 
department of the State Bank would become their pio- 
perty, so far as required for meeting liabihties on the notes, 
in the event of difficulties. 

The notes would, of course, be legal tender and will 
be accepted in payment by all the branches of the Bank 
and also in all the Government treasuries m pajunent 
of the monies due to the Government. 
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It 13 stated that the restncbons of the cu'cle system 
should as fat as prachcable be dispensed -mth There 
should be a legal nght of encashment of notes of all 
denoimnations at a small number of prescribed offices of 
the Bank and all other offices though under no legal 
obligation should be authorised to encash notes when 
ever they can do so without embarrassment 

The question of the relation of the State Bank witli other 
banking mstitubons has also been dealt with It is 
suggested that the State Bank ought to aim to the greatest 
possible extent at redisconut business It should accept 
only such trade bdls as have passed through the hands of 
another Bank or shroff or marwan of high standing and 
Imvc received their endorsements The State Bank vould 
have on its list certain Banks and pnvatc Indian fmanacrs 
of high standing who nould be among its regular custo- 
mers and for vhom m general it would be prepared to 
rediscount freelj Bj this means the business of State 
Bank would not compete mth other Banks. Tlie poner 
of rediscount might po«sihlj aid in the dcielopment of 
Indian joint stocl Banks on sounder lines than Intlierto 
Tor on admitting a Bank to the rediscount list the 
local JIanagcr of the Prcsidcncj Bank roar require, 
from time to lime to c-xamine somcnliat carefiillj, m 
confidence the Banks portion and the rrsl of losing 
its position on the re-discount list might act to some 
extent as a deterrent to rash banking 

Particular stress has been laid on preventing the State 
Bank from comiicting mtli the lj:cliange Banks m at 
Uacling deposits m I ondon os it would rouse oi.i>oul!oa 
The Bank i oiild howarver be free to carry out the 
fcecrctaty of State s rinnttancc and to lin'd baUi cwi in 
I/radon and mvcst them m the London no-e) natLc' 
Tlic Itanl would nl o be ftce in prmadin- pnvatc rermS 
tauce on London for if Indian cu touien' 
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The Secretary of State would coutinue to do his ordhiary 
banking business with the Bank of England and to main- 
tain a balance there , and it would be the business of the 
State Bank of India to keep him in funds. The method 
of effecting remittance would be bj’’ selling drafts on 
India in Eondon and by bu^dng sterhng bids in India, 
but to safeguard the business of the other Banks, the State 
Bank should be piecluded from bu3ang sterhng bids 
in India, except from other Banks 

The method outlined above would be more easy of a 
favoiable explanation to the public. At present, the 
Semetaiy of State leceives money from the Exchange 
banks and others in London by the sale of bids on India 
and lends the same monej?- again, untd such time as he 
has need of it foi his disbursements, either to the Exchange 
Banks themselves or to other constituents of the London 
mone3^ market The State Bank might possibly find it 
advantageous to rediscount sterhng bids for the Exchange 
Banks in India and hold the bids untd the money was 
actually wanted by the Secretar3!^ of State The floating 
sterhng resources, or the budr of it, could thus be kept 
in India and stid directE^ benefit India's foieign trade, 
instead of assisting m a v^ry shght and indirect way 
through general help given to the London money market. 
No one could then criticise, as is now done, that India's 
money was being diverted away to purposes whody un- 
connected with India The money would also earn higher 
rates of interest m India If it,- at any time, turned out 
that the money was wanted by the Secretary of State 
before the bids fed due, they could easdy be re-discounted 
at the Bank of England 

The London Offlce of the State Bank should, it has 
been suggested, have no direct deahngs as a banker 
with the general public and m its London re-discount 
business its operations should be restricted to the B^nk of 
England, 
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The Bank tsoU, of course, manage the Goveniment'a 
sterling and rupee debt m England m the same way as it 
will do so m India 

The scheme lays down that the management of the 
London office will be vested m a Board which unlihe 
India will not mdude the Manager of the London office 
but will consist of — 

(1) — Fmancial Secretary at the India Office, or the 

permanent Under Secretary or Assistant 
Under Secretary when either of these is 
possessed of financial expenence 

(2) — -A Member of the Secretan of State s Council 

(3) —A representative of one of the larger London 

mercantile houses concerned in the Indian trade 

(4 A 5) — ^Tuo members of Cnanaal or banking ex 
pcncnce (one of whom might be m general 
pnmanl> of Indian experience and tlie other 
of London experience) 

The London Board would thus to a great extent be 
like the present Finance Committee of the Secretan of 
States Council and maj be expected lobe in such a dose 
touch with the India Office as to form in reahtj onl) on 
adjunct to the India Office 

As Goi emment banker the State Bank will hold with- 
out paament of interest the balances now hdd in tbc 
Resell, c Treasuries and m London with tbe exception of 
an emergenej rcscnc of sa\ ij or a crorcs winch would 
be retained bj the Goi emment of India and of that part 
of the London balances held dircctb in the name of the 
Seerctarj of State at the Bank of 1 upland Aceoiding to 
some private nndcrstatiding that has existed between the 
India office and tbc BnnkofrnpUnd the foitin, balan 
CCS of the Stccrclirv ol State at the fairt Bant Iwvf no* 
fallen below 75 lakhs \ciy often thc> riCj-c anvwkere 
between one and two cto cs of lupccs 
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The manaccemcnt of the Mint and the enstod^^ of the 
Gold Standard Ilescr\'e would not be entrusted to the 
State Bank But when the Gold Standard Reserr^e is 
brought into play for the support of exchange or to redeem 
the guarantee of the Govemnient for the encashment of 
the currenc}^ notes, the Bank would act, under the orders 
of Govemnient, as the Government’s agent m the matter. 

In considering the question of the general advantages 
of a State Bank, particular regard hns been paid to the 
objections made and ciiticisnis levelled against the Govern- 
ment, in regard to the investment of large sums of India’s 
mone3’’ in the London raone\’- market, and it is stated that 
by the establishment of a State banking institution " a 
'' buffer is placed between the Secretar\'' of vState and vexa- 
'^tious criticism on small details of financial business.” 

The following significant observations made by Pro- 
fessor John Ma3mard ^03^03 place the situation in a 
much clearer light : 

As regards the Secretary of State’s exposure to pressure or parbamentary 
cnticism of an undesirable kind, the creation of a State Bank would, without 
question, improve and strengthen his position Recent oxponenco shows that 
ho cannot, under the present system, resist cross examination on minute details 
of financial management. If arrangements are mtroduced for loans from cash 
balances (m London?) and for some degree of regulation of the curronoy reserve by 
^scretion, will he not bo hablo for aU kmds of questions m Parhamont on details- 
of executive pohoy. 

The State Bank would have a high degree of indopondonco ; and thoro would 
be numerous questions to which the Secretary of State’s proper answer would 
be that it was entirely a matter for the Bank. Ho would never admit, for example, 
the famtest degree of rosponsibihty for the precise level of the Banic rale at a 
particular moment The Secretary of State would bo behind the Bank, but Jus 
authonty would only come mto play on rare and important occasions On im- 
portant changes of pohoy and on alterations of olausos m the Bank Act, the Secre- 
tary of State would have the last word and with it the ^esponalbiht3^ If over m 
penod of tune there were a widespread feeling that the regular adminifttralion 
of the Banic was ill-conducted, it would bo his duty to grant an enquiry and to not 
in the hght of its report But for the ordinary daily work of the Bank he nould 
necessanly disclaim responsibility to a far completer extent than is nt preteni 
possible m the case of any of the flnanoial buamoss now oonduotod by the Govern* 

I 
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imnt. The rarthod oi «ppototmrat ngjortod them at the Oototot urf Dtpoty 
Goronor fa hrtoidtd not to mtko thm OoTtminent Offiefafa, bnt to pltm thnn 
In a po«Uon of oomMonililo indopmulonoo. A State P.aV irooja oertaUj act al 
a bnSar of do nttio taportanoo betron the Scenrtary of BUto and ettfmal pita, 
aura of an nndeairnblo kind.* 

I have given above a bnef summary of the proposals 
now before the Government of India in regard to the 
estabhshment of a State Bank as drawn np bj Pro- 
fessor John Mavnard Keynes after a thorongh study of 
the subject and sifting of the previous proposals and 
materials available. The Commissioners m their report 
regard this question as one of great importance to India, 
which deserves careful and early consideration of 
the Secretary of State and the Government of India and 
they suggest the appointment for this purpose of a small 
expert body representative both of official and non-official 
espenence to study the whole question in India m con- 
sultation with the persons and bodies pnmani} interested, 
such as the Presidencj Banks and cither to pronounce 
defimtely against the desirability of the establishment 
of a State or Central Bank m India at the present time 
or to submit to the authonbes a concrete sclicmc for tlie 
■establishment of such a Bank full} worked out in all its 
details and capable of immediate npplieabon 

I have referred in passing to some of the more glinng 
incongruities and anomalies of the proposed sclicmc 
A detailed consideration of the whole scheme would only 
be possible when the proposals in cut and dned form, 
arc placed before the pubhe. The present scheme dis 
cusses the question in its sarious asjiects and defines the 
landmarks which require careful consideration at the 
bands of the would-be examiners of the propo*cd scheme 
Its rccommcndabons where made are of a sapue and 
tentabi-c character 
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There is, however, httle doubt that if the underlying 
■features of the final scheme run on the same hnes as 
govern the present proposals, the project is not likely 
to receive any widespread support or approval. The 
tendency appears to be to officiahse the State Bank to 
-such a thorough extent as to make the position of the 
shareholders, and of the pubhc, one of imbecile lookers-on. 
Tleadmg between the hnes one can hardly fail to discern 
that the anxiety centres more on the question of how to 
screen the Secretary of State in Parhament from in- 
•convement interpellations and embarrassmg situations aris- 
ing from a faulty system of the management of Indian 
■funds and reserves in Tondon, than on a genmne desire 
to take the people of India into closer confidence in the 
management and disposal of the reservous of monetary 
resources under the control and custody of the Govern- 
ment and to extend its benefits to the people of Ptidia at 
large with a hberal and bountiful hand. 

The scheme is a large one and all of its consequences 
cannot be ascertamed and predicted with certainty. The 
country and the Government should not embark on it 
■till it IS thoroughly exammed and re-examined and thresb- 
-ed out in all its details and all possible chances of strik- 
ing out on hazardous incognita, which past expexercs 
and skill can indicate, are ehmmated. If the rrfrck.’e. 
VIZ., the right of the people to share hi the en* fo- 
ment of the benefits arising from acmmnlixrr 
-of huge funds in the Government's pc^essrm 
current requirements and after ::r 

•sonable contmgencies, is recognfil the 
should tend to render the opporttmztzes ftr smh er 
■within easy reach and not to make the th'mr.c 

merely a shadow in reaiitv. 

I do^ however, consider that hh- mrem- ^ ” 

dullest consideration and a farm 
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appointed to examine the same. In the fonnation of 
snch a body, I hope, the question of the representation 
of non-of&aal Indian and European opinion will be given 
fullest cxinsideration and ample opportnmbes will be 
afforded to the pubhc m India to lay their views la 
the matter before such a comimttee. The hasty and 
touch me-not attitude which, from the Indian pomt of 
view, has been a charactensbc of the proceedmgs of the I 
Royal Commission on Indian Finance and Currency will, itl 
is hoped, not mark the work of the proposed committee. ) 
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THE GROWTH OF 

CURRENCY ORGANISATIONS IN INDIA. 

CHAPTER I. 

The Rise and Fall of the Rupee. 

It Is Imnplncd by n not Inconsldernblc number of persons 
tlmt Silver only Ins been the currency of Indl.T from lime im- 
memorial and that tlie natives arc attached lo It. This Is, 
however, entirely erroneous. Silver was first forced upon 
the entltc native population by Uic Companj' In iSr8, and 
It was only In 1S53 tfiat Silver has been the C5.cIj»sIvc currency 
of India In consequence of Lord Dalliousic demonetising 
Gold. The natives themselves greatly prefer their ancient 
standard, Gold, Professor Hcnn/ Tfttnmng ffaclcod H/./l. 

Early IHsto^3^ 

The earliest records of the Indian Rupee, as it is now 
current, are traceable from Sir J ames Stewart’s important 
work entitled “The Principles of ]\Ioney applied to the 
Pieseut State of the Coin of Bengal”, published in 1772, 
From a pemsal of this work it appears that when the East 
India Company entered on its career of commeice, and 
latter on of conquest, in India, it found gold and silver 
coins equally current in Northern India. Gold circulated 
freely side by side with Silver, but there was mostly no 
fixed legal ratio between the two. And, indeed, none 
could very well exist, for all princes and chieftains, 
and even governors, endeavoured to issue every one his 
own coinage. In Southern India, gold coins formed the 
common currency of the people, that is to say, in so far 
as coins were actually used as measure of value and as 
a medium for the exchange of commodities. 

An approximate census of coins revealed that no less 
than 994 different kinds of gold and silver coins — of differ- 
1 
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ent weights and different degrees of fineness —were current 
Quite naturally, their values were constantly varying 
People themselves could not often deade the value of 
the coins one held and in the settlement of payments 
the services of Sarrafs (professional money changers) were 
requisitioned. The Snrrafs acted as appraisers of money 
and declared the value of a com 

The East India Companv found this state of affaus 
intolerable and a great impediment to the mrtension of 
thar trade Their first attempt to remedy this defect was 
by the simultaneous issue of gold and silver coins — beanng 
their own stamp of a fixed standard of weight and fineness 
and beanng a fixed legal ratio between them The 
fluctuation m the market value of the two metals does not 
seem to have been taken into consideration or allowed 
for The arrangement therefore produced difficulh m 
actual practice The East India Company thereupon 
referred the whole matter of the Indian coinage to Sir 
James Stewart who was regarded as one of the most cmi 
nent economists of lus time 

In his work whicli is a masterly treatise on coimigc 
he showed that it was impossible to maintain unlimited 
quantities of gold and sdrer coins m arculation together 
at a fixed legal ratio between the corns different from the 
actual market ratio of the metab He therefore 
recommended that the legal ratio betneen the coins should 
stnctly conform to the rclaUac market \aluc of the metab 
1806 

Lord Liverpool* Adi Ice 

In iSoO, Ixird I iierpool wrote his famous trcatiic on 
the Coins of the Realm TIic E.->st India Compani tiled 
in their attempts to maintain the c^ulhl)rlnm of etirreacy 
in India on an mijiraeticablL bimetallic ba-; s ni ailed tl cm 
sdacs ol the oppoitunity jne-eatetl b\ the Intie o' tlm 
treatise to nddre's a minute to the Goicmiiieats p( Ileri} at 
and Madras declanti;; their entire ndhcrcace to the p m 
aples enunaaled by I/ird Lwerpool n lint ose metJ! 
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oul}^ should be made tlie standard as unlimited I<egal 
Tender, but that other metals might be coined and made 
current at their market value m lefcience to the standard. 

But, unfortunately, the Govcnmient of India selected 
Sliver as the standard. In a Despatch dated 25th April, 
1806, to the Governments of Bengal and Madras, the Court 
of Directors of the Hast India Coinpau}', however, took 
care to add 

It xs not b\ nn) inpin^ our (o infroducp n sihcr currency to tlio exclusion 
of (he gold, ■uhere (Ijc letter js the gcncml nicesuro of value, nny more than to forco 
a gold com w here sil\ cr ls the goucrc.il measure of \ nine 

i8i8. 

The Rupee made Leg-al Tender. 

The Government did not stick to the above pio- 
mise for long, for we find that, in 1818, it issued a new coin- 
age of Gold and Silver. The ratio between the two was 
changed to bring the corns in conformity with the relative 
market value of the metals These silver and gold coins 
were declared as equal Legal Tender throughout the terri- 
tories of the Hast Incha Conlpa^3^ 

The eh'ect of this change was that, along with the rest 
of the countr3q Silver Rupee was for tlie first time forced 
in the Madras PresideiiC3'' ‘'where Gold coins had hitherto 
“been the principal cuirenc3'‘ and money of account”.'' 

1835- 

A further wrong’ step. 

The Indian Rupee m its piesent form and si^e was 
for the first time coined 111 1835. The weight was 180 
grains troy, — 165 grams of which consisted of pure Silver 
and 15 grains of allo3q that is to say of eleven-twelfth fine- 
ness This standard of weight and fineness has since been 
retained and is prevalent to-day. 

The new Silver Rupee was declared to be the sole 
Legal Tender and it was enacted that “ no gold coin shall 
henceforward be a legal tender of pa3^ment in any of the 
“ territories of the Hast India Coulpan3^” 


♦Extract from para 4 of tlio Eeport of tbo Indian Currency Commktlon, 1899. 
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In actual pracbce however, this law remained in- 
operative Gold Mohurs of the same weight and fineness 
as the Silver Rupee, were corned at the Indian Mints and 
"were allowed to pass current, and he received at the 
Pubhc Treasunes at their market ralue in Silier 
By an Act of 1835, the coimng of Gold Mohurs (or 
15 Rupee go’d pieces) was authorised and by a notification 
dated 13th J anuarj , 1S41, the ofiBcers m charge of pubhc 
treasunes were authorised " freely to rtccive these coins 
at the rates until further orders respectively denoted 
' by the denonunation of the pieces As the Gold llohur 
and the Silier Rupee were then of identical weight and 
fineness, this notification represented a ratio of 15 to 1 
between gold and silver 

|8SJ S3 

Gold DemoneUsed 

There docs not appear to bar c been nn> dc\ clopmciit 
of importance in the Indian Cunencj sjstcm dorm to 
the j ear 1852-53 when the Goaemment of I/ird Dalhouac 
w as alarmed at the large oiscoa cncs of gold Tlic cxtcnsii c 
discovcncs of Gold in Austraha — so runs the Despatch of 
1852 — 'haaing had the effect of dimini'liing itsaaluc rc- 
"latiielj to Sd\cr holders of gold com base naturally 
' aarulcd themscli cs oi the opportumtj of obtaining, at 
‘ Goaernment Treasuries, a larger pnee in silier than thej 
"coidd obtain in the market 

The Goicmmcnt of India, ns a result of tlic abm’c 
decision issued a RotiGcation on the cfilti December, 1851 
declaring that on and after Jnnuarj I 1S53 ro gohl 
' com wall be rccciscd on account of pajments due or in 
an> waj to be made to the Goicroment in any pubhc 
' treasury within the terntones of the Dost India Com 
panj ” 

Tims for the fii^t time m the arnaI^ o' India fither 
CuntncN became the o’e and the truly 1 ffal Tea tier m 
the ceoiiitra 
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1S64. 

Revulsion in favour of Gold, 

The Notification of 25th December, 1852, was with- 
drawn in 1S64, when Government treasuries w^ere again 
pemiitted to receive Gold Sovereigns as the equivalent of 
ten mpees This rate w'as raised to ten rupees and four 
anuas on 2Sth October, 1868. 

iS7<}. 

First Thoughts. 

The Bengal Chamber of Comnieice and the Calcutta 
Trades Association, alarmed at the fall in the value of 
Silver, memorialised liis Excellency the Vicero}’- of India 
urging the temporar}" suspension of the compulsory 
coinage of Silver bj" the Indian jMiiits. 

The Government of India, in their replj^’ of Eebruaiy 9, 
1877, said • 

Tlio value of no eubstanco can sorro ns n Blnndnrd measure of value uoless 
its use os the material of legal lender currcnc} is freely* ndniittcd If, therefore, 
the free coinage of .SiUer on fixed conditions vere disallowed m India, Sihcr would 
no longer be the standard of value of India, but another standard would bo subs- 
tituted, namely, the monopoly' value of the cvi.'ting stock of rupees tempered by 
any additions made to it by the Go\ emment or illicitl3\ If no such additions were 
made, the value of Iho Rupee would gradually but surely rise 

The stamp of a properly regulated mmt, such as the Indian JLnts, adds nothing 
except the cost of manufacturo and seigniorage to the a aluc of the metal on which 
It 13 impressed, but only certifies to its u eight and purity 

A sound 'system of currency must be automalio or scIf-rcguIating. No civi- 
lised Government can undertake to determine from tune to time by how much tho 
legal-tender currency should bo increased or decreased, nor would it bo justified 
m leavmg the community without a fixed metallic standard of value oven for a 
short tune. It is a nustako to suppose that any European nation has rejected 
Sil\ cr as a standard of value without substitutmg Gold. 

The Government of India, accordingly, decided that 

to the present there is no sufiiaent ground for inter- 
"feiing writh the standard of value,” 

1878-79. 

The Treasury’s Brave Stand. 

The currency system began to show signs of mcreas- 
mg unstability, and was a source of constant anxiety to 



6 


COEKENCY OEGANISATIONS m INDIA 


Government, as silver bullion continued to fall m value. 
The Government of India finding their situation mcreas 
mgly embarrassmg addressed m 1S78 a deqiatch to the 
Secretary of State for India m which they proposed 

(1) that a gold standard and gold currcncj 
should be introduced mto India , 

(2) that the weight of Silver in the rupee should 
bemcreased 

and, it was further proposed to hrait tlie 
free coinage of Sili'er m the Indian Almts.* 

Lord Cranbrook, then Secretary of State, fonvarded 
this despatch mthout expressing an> opimon of his emn 
to Sir Stafford Northcote Chancellor of Exchequer, uho 
referred the proposals to a Committee consisting of Sir 
Louis Mallet Mr Eduard Stanhope M P Sir Thomas 
Scccombe Sir Thomas (afterwards Lord) Earrcr Sir Rcgi 
nald Welby Mr (afterwards Sir Robert) Gnffcn and ^Ir 
Arthur Btdfour 5 LP — all of uhom after a careful c.x 
nmination of the proposals contained in tlie despatch re- 
ported that they were unammousls of opimon that they 
"could not recommend Uicni for the sanction of Her 
"Majestj s Goicmmcnt 

In their repU uhich is dated aqtli Ko\ ember 1S79 
the lords Commissioners of the Trcasiirj addressing the 
Secrctnrv of State for India, state their objections to and 
reasons of \anancc until the Goicmmcnt of India s pro- 
posals tlius — 

Tfc** CoTemmfnt cf Indit | Tro f vjv. (Sit tin frtw cvinifT’ S. rrr ilill M 
IfVHM, w tlul th) UtiTw ihUl rvi rnailn. »» it iiwi'l fi-u Ijr • 

tUrtr cl ■ ttiiro vrvSl cnl r i-n tel iSiIl In (cl I a« tn tS-^ l-»t 

ft fitf.1 rctitli# Tijai tj tSj tS Fcrrfit-n. 

jirvimul to I* oji-n to (Si« c J-ctloot la ft ta-n ^ ^ 

It n.rtn ft fttl VIS. I n n M IftliH •*- 
tsiftrl a ft. 1^0— s ti.ftft.fts ft IM If 
li*l fsr*ll XTfrw» »-»■»* V i* 

Vwr* 4 1 tftVM I « ^ 1 

I Art*-* r* 

I'lXMi* «.«( «ft, HI M *4 

- - - - - ft* 

** « 1 *T 
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long been rccogni'^cd by nil oivilHcd nntion*?, M7^, tlmt inslead of being nutoinatio, 
it must bo “mnnngcd’’ bj tlio Go\cmmont, nnd tlmt any such arrangement not 
onlj fails to Keep a token currency at par, but exposes t he Go\ eminent n Inch under- 
takes it to \crj serious dinicullics nnd temptations 

It npiiears to m^\ I/irds tint the Goicrnmcnt of India, m making the present 
proposal, lay themsches open to llio aamc criticisms ns arc iimdo upon Goi emraents 
winch have depreciated their currencies. In general, tlic object of such Goicrn- 
ments has been to diminish the amounts tliej lm\o to pn\ to their creditors. In 
the present case the object of the Indian Go\ eminent appears to be to increase the 
amount tlici have to receive from tlicir tax pnjer^ Lords fnil to sco anj real 
difference in the character of the tuo transactions. 

* * -v C> *• 

My Lords need not point out that a change of the currency Ians is one of 
the most difficult basks nhich a Goaemmciit can iindorfnke, nnd tlmt it is most 
unadnsablo to legislate hastily nnd under the influence of the pressure of the 
moment, or of an apprehension of uncertnin con'^equcnce^^, upon a subject so com- 
pheated m itself and so important to evorj mdnidiinl of the comnumilv, m its 
bearing upon the transactions nnd obhgalions of daily life 

It is not proved that mcrcaso or readjustment of taxation must ncccssanly 
bo the consequence of matters rcnmmiiig ns they are, for nothing is said about 
reduction of expenditure, and equilibrium between income nnd expenditure may be 
regamed by economy of expenditure ns nell ns b> incrcnso of taxation. Further, 
the cost of incrcmsc of salaries may bo met or at Ica-st reduced bj”^ a careful revision 
of establishments. 

A perusal of the despatch lends to the conclusion tlmt tho Government of ' 
India are especially anxious to put nn end to the competition of sihcr ngainst 
their own bills as a means of remittance to India But my Lords must ask wlietlier 
this would be more than a transfer of their oun burden to other shoulders , if so, 
who would eventually hear tho loss, and what would be the offcot on the credit of 
the Government and on tho commerce of India 

♦ * * * ♦ >i< 

If, on the other hand, it is the ease that the value of tho Rupee has fallen in 
India, and that it will bo raised in India by tho operation of tho proposed plan, 
that plan is open to the objection that it alters every contract and every fixed 
payment in India 

Tins proposal is, in fact, contrary to the essential and wcll-estabhsliod prui- 
ciple of the currency law of this country, which regards tlio current standard com 
as a piece of a given metal of a certain weight and fineness, and which condemns as 
futile nnd mischievous every attempt to go behind this simple dcfimtion 

It IS peilectly true as stated in tho despatch tlmt “tho very essence of all laws 
relating to the currency has been to give fixity to the standard of value as far as it 
IS possible,” but it is no less true that, according to tho prmoiples which govern 
our currency system, the best and surest way, and, indeed, the only tni^ and 
known way, of giving this fixity is to adhere to tho above definition of current 
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BUndirf «dn. A pmmd b s sJtcti qnimUty ol gvil, > ropw li t (hro qalnUly 

ofinvtri»nd«ijy«ttniipttoefvBtho»tenni» diflOTntmnnfagUconamiKd br 

dpoleae© cid ftnthonty 

If tl» prwent tUtc of fttrh i ng o bo doe to dcprecbOoa of iDrw ths Qortrn 
ZDCnt tchwar., If it locctedt, jnaj nSero t 

(I) tbo Indian Oorcrmnort from tl» tncocrtnlenco of a nominal re-adjurt- 
ment of tayatioo hi order to mett the ko by cxebim^ on the home itmlttaneoi. 

(J) QvU icnranU and other Engltihiatt vho a« Ki r u i g or wotiit^ h 
and who deriro to malt money toEoglmd. 

(3) EngOahmen Ybo hare money placed or inTOted In Ind ia irhlcb they wiih 
to remit to Kn^and. 

But thlf reCef win be gtren at the expense of Ibe Tr.dUT> tax payer anJ with 
the effect of htcroosing crery debt or fixed payment in India, laclading debts dne 
by tyoU to money leodeei white lu effect wifi be materially qnoEffed. so far u 
the OoTtnuneot are ooncemed, by the enhancement ol the pntiDo cbCgatkan m 
India, whkh hare been contracted on a aOrcr barU. 

If then, a case has been made ont, which my Lordi do not admit, for an alter> 
aUoD of the currency law of India, the particular alteration whkh Ih. OoremAmt 
o( India propoae ccnild not. In the opinkm ct the Treoatay be entertalaed until 
the doabts and objections whkh hare angjuited thrmselrtt to my lorli are ana* 
w e fcd and remored. Thece objections are founded ou pnnclpks whkb hare been 
kdg and ably dkeutsed, and whkh are now gnmUy admitted by sUteoum, 
and by writers of accepted authority to lie at the root of the currmey •jn.m. 


It h iw matter to accept IctDOratym whkb mod sap aod esilermlM 
that sjitcm, mkI my lord* hire, ihnefore felt U ihrir duty pliloly— 4hoT;S they 
not loconditeaUj with the ro'pect doe to the OorennBtnt of Inla— to tt 
jwms their eontklioa that ibe plan whkb bad b«u iT*eTT*d to them foe llrfir 
ctucrratkais Is one which oujfit not^to be tanrtfaDed by ITef ifafetiys Ootwru- 
mcnl oc by the Secretary of State. 

»8Sfi 

In the Thick ol Oattfe 

The difficulties of Itidnn finance ive c couUntl> 
incrensinj; and the Government of India m a Despatch 
dated and rebruarv lSS 6 , to the Home Covcrmient 
slron;;l> urged that the interests of British Ind a impel 
oU%cl> demand that a detenmned elo-t fhouM be ma'V to 
rettlc the wlicr question b> in’cmatmaal ogreeiren* ' 
Tuc 111 cation van to fii the ratio betweea Cj d ani 
Stiver on an latenuiioaal baj J 
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The despatch was fon^^arded by !hord Randolph Chur- 
chill, then Secretary of Stale foi India, to the Treasuo'-, 
which rephed on 31st ]May, 1886, as follows : — 

As n result of llus review of (lie inconvcmcnocs onusod by tho depression m 
tbo value of silver, the Govemmont of India express their opinion (cited above) 
* yet there remain'! one thing u Inch 13 not bo 3 'ond tho possibility' of human control, 
and that is *‘thc cstviblishmcnt of a fixed ratio between Gold and Silver." Tho 
proposition tlms stated ns an undoubfeil axiom is, however, ono of tho most dis- 
putable and di'^putcd jwmfa in oconomto Ecicncc. l^fy Iiords may, m passing, com- 
paio with this statement the declaration recorded by Mr. Qosohen, Mr. Gibbs and 
Sw Thomas Scccombo, as tho representatives of Her Majesty’s Government at tho 
International Monetary Confcrcnco of 1878, that “tho establishment of a fixed 
ratio between Gold and Silver was utterly irapractioablo”. 

Tho Indian Government further express their belief that it is possiblo “to 
Eccurc a stable ratio beta eon gold and silver" and that “a serious rosponsibihty 
“will rest both ou tho Government of India and on Her Slajcsty’s Government if 
“they neglect any legitimate means to bnng about this result". It would, how- 
ever, have been more satisfactoiy if tho Indian Govemmont had ondcrtalcon to 
cxplam the grounds of their confidcnco that a stable ratio between gold and silver 
can be established, and tho methods by uhioh this is to bo accomphshod, 

It has been tho pohoy of this country (i c. England) to omanoipato commor- 
cial transactions as far os possible from legal control, and to impose no unnecessary 
restnctions upon tho mtcrchango of commodities To fix tho relative value of 
Gold and Silver by law would bo to enter upon a conrso dirootly at variance with 
this pnnciple, and would be regarded as an arbitrary mterforonco with a natural 
law, not justified by any present necessity. 

The observation of tho Treasury m 1879 “that nothing is said about redaction 
of oxpenditnro" seems to apply still more strongly to tho existing situation, and it 
may bo safely concluded that tho oontrol of its oxpondituro is far more witUm tho 
reach of a Government than is tho n^ulation of tho morhet value of tho precious 
metals 


It will appear from the above remarks that the main 
reason underlying the proposals of the Government of 
India was to prevent silver exported on private accounts 
from England to this country for minting purposes from 
entering into competition with the Government rupee. The 
Treasury opposed this policy on the ground that it would 
enhance payments made by England to India for the com- 
modities purchased and exported from here to England. 

2 
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It 13 icuiBtkQblc thEt tlirotighout all the controversies 
that have raged round the currency pohcy of India, the 
Home Treasury has always made a brave stand to protect 
the interests of England and preserve her position of pre- 
emtn ettce m the domain of currency and finance. 

Their opposition to the closure of mints m order to 
save England from paying a higher price for Indian com 
modifies owing to exchange mequohties was no less digni- 
fied and patnotic than their attempts, of late years, to 
dissuade, and even to thwart, India from adopting a Gold 
Currency for the fear that if Indian Mints are opened to 
the free coinage of gold It may put a senons strum on 
England s reserve of gold and may prove a great tempta- 
tion for Its shipment to India m large quanbbes. Such 
staunch adherence and advocacy of one s principles can 
not but ehat admirabon and praise from those who 
though not agreemg with the Trcasnry s point of view, yet 
understand and appreciate the mobwis which prompted 
It 

If the Indian Government had but taken a real leaf 
out of the Treasury s history and bad thej been as unre- 
mittingly watchful of Indian interests in matters currency 
as the Treasury has been of the interests of England the 
Indian Currency of to-day would have rested on an cntirelj 
different and for stabler basis and " all the mutakes ah 
" the mconvenicuccs, all the nrtiGcialiUcs of onr pitsent 
" posihon " would have disappeared long ago 

Closinir of the Mint* to Free Colnar^ 

The s-aluc of Siirer conbnued to fall and the dtch 
ration of Uic Umted States Government of its intcnli'in 
to repeal llie Slicnnan Act ulicrcb> nbont milhoai o' 
ounces of Site cr were pnrcliased b> the Unitcrl Statri 
> car for coinage putpo-<s naturatl) filled the Co •enuarnt 
of India with alarm. It was thought that Inha uculJ c'-m 
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form the duiux^iug ground for almost all the depreciated 
silver in the world.*" Accordingly, on the 26th June, 1893, 
the Goveniment of India closed the Indian i\Iints to the 
free coinage of Silver. 


1913* 

The Effects of the Policy of 1893. 

A great hue and ciy was raised throughout India when 
the announcement regarding the closure of the ]\Iints was 
made by Government I^Icn of oqicnencc and acquaintance 
with local conditions vehcmcntl3^ protested against the 
measure and characterised it as a death-blow to the Indian 
expoil trade. But during the long number of j^ears that 
have iutcr\'ened, the people in India have been thoroughly 
accustomed to the change and the trade has not only re- 
covered any set-back which it ma}' ha\’c temporarily sus- 
tained at the time but has, since, made rapid stndes. 

India has to remit neaily 30 crores of rupees every 
3’'ear to England on account of what are known as '‘Home 
Charges”. This expenditure is incurred in England on 
account of interest on the portion of India’s iiublic debt 
borrowed in England ; in pa3unent of interest and annui- 
ties on account of railwa3's purchased by Government 
from the guaranteed companies, on account of Stores, Arms, 
and Materials of all kinds imported for the pubhc depart- 
ments ; on account of charges incurred in England for the 
recruitment and training of the British forces in India ; and 
on account of pensions to retired pubhc servants and sol- 
diers. 


*Tho Btrady clccUno In the vnluo of Silver may bo Judged from tbo following Etatcmcnt of a^cr• 
ngc rates for tbo Ellver bullion In London — 

pcrounco, 1879, 52Jrf. por ounce { 
1888, 43d per ^co , 1891, 45d por ounco , 1802, 4(W. per ounce , 18oi 30(f rwr 
ounce , 1894, 03d. per ounce , 1899, 27d per ounce. ‘ 

, , 1 ^ oufico In London. An import duty of 4 % 

iB levied by tUo Government on nil ellvcr Imported Into India. i-viu uuvj ^ 
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A considerable porbon of this expenditure consists 
of payments made on account of mterest on capital supplied 
by England and, smce the magmtude and extent of the 
Pubhc Works fRaflways and Irrigation) is rapidly enlaiging 
so the amount of Ttidm s pubhc debt has also mcrcascd 
and the volume of Home Charges isproportlonately swelled. 
In 1893, the volume of Home Charges stood at 16 milhon 
Pounds m 1913-14 the figures have nm up to over 20 
million Pounds sterling All this amount must be paid m 
Gold. 

In order to give an idea ns to how this huge amount 
IS made up, I give below a classified statement of expendi- 
ture, chargeable to the revenues of India, meurred for dis- 
bursement m England 

THE STATEMENT 

Revised Budget 

Estimates, Estimates, 

1912 13 1913 i-l 

I I 

Direct demands on the 
Revenues, ie, Land 
Revenue Opium 
Salt Stamps, 

Excise Customs Eorcst, 


Registration &c 

88,300 

99.500 

Interest on ordinary debt 
chargeable to Rev ettues 

2,295 000 

1 979 100 

Post Office 

51700 

63 Coo 

Telegraph 

179 200 

257.900 

Jlmt 

7,100 

8 too 

Salaries and Expenses of Civil 
Departments 

•111300 

,V,7oo 

Mi ecUancous Civil ataigcs 

2 O.S too 

2 6-j ren 
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Revised 

Budget 


Estimates, 

Estimates, 


1912-13. 

1913-14. 


{ 

£ 

Famine Relief , 

Const niction of 

pro- 


Icctivc Railways 

and 


Irrigation A^'orks 

22,000 

7,200 

Railways 

. . 8,981,200 

9,io.t,ooo 

Irngation 

126,700 

i34iioo 

Civil Works . . 

90,500 

85,100 

I^Iihtary Sendees. 

. . 5,227,800 

5,272,000 

Marine.. 

224,000 

251,600 

I\Iihtar3* Works 

30,000 

19,800 

Special Defences 

9,300 

7,100 


£20,^08,200 

20,381,300 


A scrutiny of the above figures will show that nearly 
half the amount of the rcinitlaucc to England has to be 
found from revenue taxes, rates and cesses lc\ncd from the 
people. In 1872, before the States of the Latin Union 
{i.c., Erance, Belgium, Ital)’, Switzerland and Greece) 
demonetised Silver, the rate of exchange stood at one rupee 
equivalent in the curreucj’’ of England to about is. iid., 
that is to say, nearly lol rupees were required to make-up 
a remittance of £1 sterling to England. Calculating at 
this rate, 10^ crores of rupees would have sufficed to make 
up the portion of the Home remittance chargeable to the 
Revenues proper (j.c., 10 nnllions of Pounds.) At the rate 
of exchange current to-day {i.c., i6(i. to a rupee), the Indian 
Government has to levy 15 crores of rupees in taxation 
(net realisations) to provide for the Home Charges. In 
other words, the fall in the price of Silver has resulted in a 
net increase of taxation in India to the extent of nearly 
4l crores of rupees a year in order to complete the Home 
remittances alone. The Government themselves are a 
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victun of the blunder committed by their predecessors- 
m-ofiBce m i8i8, when they, unfortunately made SiItct 
instead of Gold, as the standard medium of currency m 
India. If India would have had the same sort of currency 
which IS prevalent m England and if Gold llohur (or 
Sovereign) had been the standard Umt of com and unlimited 
Eegal Tender (with silver coins constituting an auxiliary 
currency and legal tender for small amounts only), the fall 
m Silver would not have disturbed the finances of India. 

The Government of India, on their part, have made the 
best of, admittedly a bad bargain by closing the mints to 
the free coinage of silver and thereby arrested a furtlier fall 
of the rupee. If the rupee had been a freely minted com 
to-day, as it was in 1892, Indian taxpajcrs would have 
had to found 20 crores (instead of 15 crores) of rupees in 
order to liquidate the porbon of Home Charges payable 
out of taxation proper The adopbon of a gold standard 
by fixing the relabon of the rupee with the sovereign per 
mancntly at 15 to i has not only brought ns one stage 
nearer to a real gold currency but has also proved a 
permanently beneficial reform and has sa\ cd the country 
from being drained on account of its drprccintcd currenej 



CHAPTER If. 


Progress to a Gold Currency. 

TIic unit of tijc Hindoo system of currency wns of Gold, 
nnd, nlthouRli the Mohnmcdnn conquerors Introduced a 
•silver rupee In I5.f2» Gold still formed part of the currency, 

^Uillc In the southern states, \\hcrc they did not gain 
ascendancy, a gold currency continued In force, even after , 
the British conquest, ^fr. Lexica Charks Prob^n. late Account 
ant General of Ttfadras. 

Gold or Silver, Which is more ancient ? 

It has been nieutioued in the previous cliapter that 
Gold was the principal medium of currency throughout 
India in pre-British daj^s It had been the original measure 
of value in Aryavmia since tune inmiemonal. Gold was 
being collected from the beds of certain nvers — notably 
the Indus — m Northern India, and refined, long before 
Alexander the Great invaded this countrj^ in 327 B.C. There 
are no records to show that vSilver, too, was produced in 
the country at that early age, but large quantities appear 
to have been brought by foreign traders and travellers 
for purchase of Gold. "The Phoenicians before the time 
of authentic history" — ^writes Professor Henry Dunning 
MacDeod — "brought vast quantities of Silver from Tar- 
"‘tessus, and exchanged it for Gold dust of the Tower Indus, 
"which Sir Alexander Cunningham, the highest authority 
*^on the subject, holds to be Ophir.” 

Many thousands of the early Indian silver coins are 
still in existence, having been dug out of old Buddhistic 
ruins''*. It is said that Gold was not coined in earhest 
times but was kept as dust, tied up in little bags, which 
passed current as equivalent of money. History records 
that the Persian King Darius, who invaded India about 
500 B. C., exacted 360 talents of Gold Dust from the King 
of Northern India — ^probably of the part now known as 

the Punjab— as tribute. This gold dust, Darius got coined 
in Dorics. 

* sir Alesonder Ounnlngham ttilnlcs tliat eUvor was lltat colnod In lidla about i.ooo lla 
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There is no definite information as to when Gold began 
to be corned in India, but that was, certainly, long before 
the Persian Mohamedans first visited India m the eighth 
century A-D They found that Gold constituted the pnn- 
apal currency m the country though silver corns also 
passed current, but there does not appear to have been 
any fixed legal ratio between the two India was then 
divided mto a number of states— of various sizes and 
strengths — and every state issued, as was qtute natural, 
its own coinage and the coins of one state found httle cur- 
rency m the jnnsdictiou of other states, but since the means 
of communication and inter-state commerce were not so 
facile and speedy in those days, as they are at present, 
this diversity of coins may not have caused much incon 
venience or impediment to tmde. Silver seems to have 
received on impetus in the llohamedan times 

In Southern India, where llohamedan mOucnce was 
not much felt Gold was the standard medium of currency 
nght up to the early British days Silver corns if any, 
formed on infimtcsiWl part Early English settlers in 
Madras found “that, m 1796, gold pa^as worth 3} rupees 
"each formed the prinapal part of the remittance nnnaiUy 
"made from Madras to Bengal * The salarj of British 
soldiers m those days was often paid in Madras m gold 
coins. 

It is evident from the above facts that it is wrong 
to imply or hold that 

(1) Erom time immemorial SiUcr has been the 
standard cnrrcncy of India , and 

(2) India 13 too poor a conntrj to afford a toitJ 

gold currency 

Indeed it was not Ull 1835 when the present coiiwr-e 
system was first ngidlj introduced in India an I silier 
coins were made Legal Tender to tlie csclu'''in "1 Go' 1 < 
that India for the first time became a • tier uu rg crartr ) 

rw»i/ * 
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Even then the old habits of the people did not altogether 
change and gold coins continued to circulate freely among 
the people to such an extent that the Government thought 
it proper to annul, m 1841, the previous restrictions and 
recogmse Gold as a current form of currency. 

The Government of Gold Dalhousie, alarmed by the 
discovery of extensive deposits of gold ore in Austraha 
and elsewhere — which seemed likely to cause a fall m the 
value of Gold and made Holland, in a moment of undue 
pamc, to demonetise Gold — tissued a Notification on the 
Christmas day of 1852 — the auspicious yuletide when 
Gord Jesus Christ had come mto this world with His 
chanmng Message of Peace and Goodwill unto all man- 
kind — declarmg that thenceforward no gold com of any 
kind would be received at the Government Treasuries 
And, thus, by a smgle stroke of pen, Hjs Gordship 
deprived Indians of the use, as currency, of a metal dearly 
loved and prized by them all. 

1864. 

A Powerful Movement for Gold Currency. 

About 1864, a strong attempt was made in India to 
repair the injustice done to Indian currency, and inciden- 
tally to Indian trade, by Gord Dalhousie's pohcy , and to 
formally secure a currency based on the honafide arcula- 
tion of Gold by getting the Indian Gegislature to declare 
the Enghsh Sovereign, which had by that time acquired 
a wide circulation m the country, as the standard umt of 
currency, round which the silver coins were to resolve as 
an auxiliary media of circulation The Chambers of Com- 
merce m Bombay, Calcutta and Madras were the pioneers 
of the movement Many high offiaals and leaders of 
pubhc opimon, — and the Bombay Presidency Assoaation — 
supported it 

The Bengal Chamber of Commerce was of opinion 
that the intioduction of a gold currency into India was 
almost umvei sally admitted to be a positive necessity 
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demanded by vanoua orcumstances which had been de- 
veloped withm the last few j ears and the time had arn\-cd 
when that necessity should at once be recognised by the 
State, and measures promptly adopted which should 
gradually, but surely lead to the ndopbon of Gold as tlie 
general metalhc currency of the country with Silv cr ns 
the auxihary 

The mtroduction of a gold currency into India urged 
the Bombay Association, was on absolute neccssitj for 
the expansion of trade and eommcrce. The existing 
silver currency was no longer adequate for the incrcasmg 
wants of the country and commerce was senouslj crippled 
by its inefficiency From tunc immemorial until within 
the last few years India had an extensive gold currency 
and the supenor convenience of it was fuUj appreciated 
by the Natives The measures taken bj the Go\ emment 
had suppressed the gold currcnc> but had b\ no means 
extinguished its popularity The gold coins in areula 
bon commanded a considerable premium in the market 
and the Nabves made an attempt to rcmcd> the dcfiaenc> 
by arculabng Gold bars bcanng the stamp of tlic Bombij 
Banks Laigc quanbbes of gold Ind been discmcred in 
neighbouring countries uhicli would grcatlj fnalititc the 
introducbon of Gold Tlie direct trade with Australia 
was prolubitcd bj the cxclusuc Sibcr Standard and the 
expansion of the commerce of India was scnousl) impcdctl 
A sdi er currcnc} might bare been suitable to the co mtry 
when its commerce was hraited and pa>-mcnts in the main 
cxtrcmclj small but was \cr> inconi Liiiciit when wealth 
was largclj dilltLscd tlirou-’houl the coantr> niil the 
operabons of commerce had beco iic so caommiis Tlie 
transport of tins bulk) nnJ cumbersome curtLn'W otallrl 
hca\’) and useless expense on the eo iiitr> and was a 
senous impediment to the ( rossih of trade Tit n ' i"i 
cicnca of the sxistiri'" ci! tsHvV h 1 1 ahr 1 1> cm <1 csiic 
fmanaal embarra s "cut an I thirat'- i^tl t' ' s m r r i 
In'ha sMtli jicnodical an J fatal \i-- it Ic Tl tr ■ a 
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tion of a gold currency would be most populaity received 
in India, both from ancient associations and present cou- 
vemeiice 


The views expressed by the Bombay Chamber of Com- 
nieicc vere, as befitted that bod}-, pregnant with sound 
judgment and pracUcal wi‘=:dom. The monetaiy condi- 
tion of India, "^aid the Chambci, vas in the most unsound 
and unsatisfaclor}- stale, and its exchi^'ivc silver curreney 
was no longer adequate for its vast population. The 
trade of Bombay had trc1)lcd within the last ten 5^ears, 
and the last year the aggregate import and export trade 
alone of Calcutta, Bombay and I^Iadras had amounted to 
nearly Rs i, 06,00, 00, ooo’’' . Tlie rcsoiiices of India were 
onl}’ then beginning to be developed, and were rapidly ex- 
tending in all direction‘s. The special demand of India for 
Silver did not arise from any predilection for that metal, 
but w^as compulsor}q and due only to the Government’s ex- 
clusive and inconvenient silver currency While Silver was 
transported from a great distance at hca\y cost, Gold might 
be cheaply obtained from neighbounng countries.” ” The 
hea\y charges on Silvei* prevented its re-exportation, 
and thus it lost its reproductive powder, and was a serious 
and uunecessar}" loss to India. The exclusive Silver Stan- 
dard and currency of India lendered direct tiade with 
Australia and other gold producing districts impossible, 
and forced a country with abundance of Gold to traverse 
half the globe m search for Silver before she could pay for 
European commodities The superiority of Gold \vould 
secure an immediate and intelhgent welcome for it in India. 
The importation of Gold into India had steadily increased 
for many years, though it was not legal tender. The 
Natives themselves had devised a rude remedy for the 
deficiency of the existing silver currency by using Gold 
bars stamped by the Bombay Baulcs as a circulating 
medium The exclusion of Gold from the currency of 


bIqco 


• Iho total volumo of Import and export trade of those tlirco tonns lias vastly Increased 

. . deposits had not probably boon discovered In India by tliat timo The Indinn nnf- 

put of Gold now amounts to over 3 crorcs of Rupees every year ^ ^ ° "idian out- 
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India could not be justified or be considered other than 
barbarous, irrational and unnatural. The only remedy 
was to introduce a well regulated gold currency into India 

The Madras Chamber of Commeice expressed ncarlj 
the same opmions as were stated by the Bengal and tlie 
Bombay C ham bers of Commerce and stronglj urged the 
mtroduction of a gold currency 

Sir WUham Mansfield (afterwards Lord Sandhurst) 
presented a long memonal uiging the same news 

Several Government Officers under instructions from 
the Government held meetmgs to ehat pubhc opinion in 
regard to this quesbott. The people were unammoiis in 
their approval of the scheme for the introduction of a 
gold currency and had no doubt of its success Tlicy 
testified that Sovereigns in immense qiianhties circuhtcd 
in their distncts the Indians bought them in large quan 
tabes An important witness said that tlie introduction 
of Sovereigns into Rangoon would be higlil> bcncfiaal 
he Sovereigns were very popular in Burma and should 
bo the onl} standard com A large number of Collectors 
in the Southern India reported that large quanbties of 
Sovereigns were in circulation in their distncts and the 
Indians bittcrlj complained of the losics and incomcni 
enccs thc> suflered from their not being rccencd at the 
pubhc trcasuncs 

The bankers of I.ahore vcrc unhcsitatingl> in favour 
of the declaration of the Sovereign ns the stamlard unit of 
ciirrcncj because it was the coin mo t familiar to them, 
being most abundant and nlmoit tin oah os'- u el for 
equalising tlie nachaii, cs and if a ctirroic> v c c 
mtrorluced the cash balances would haro le tmieh i” > c 
available and it would facilitate tli" adop’ioa of a pa "cr 


Tlie volume of evidence in favo ir of the Intrf'lu’^ m 
of a gold currenev v Js sa^td an J lar r I li uv talm i n J 
a fev cictrjibi rqirv-cntinj. the bulk of cqi'n'o'-i etj r- ^>1 
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Urged by sucb a powerful and extensive movement, tbe 
Government of India addressed on tbe I4tb July, 1864, a 
Despatch to Her Majesty's Secretary of State for India 
proposing “that sovereigns and half-sovereigns, according 
“to the British and Austrahan Standard, coined at any 
“properly authorised Ro5^al Mint m England, Austraha, 
“or India, should be made Uega^ Tender throughout the 
‘ British domimons in India at the rate of one Sovereign 
“for ten Rupees , and that the Government currency 
“notes should be exchangeable either for rupees or for 
“sovereigns at the rate of a Sovereign for ten Rupees, but 
“they should not be exchangeable for bullion" 

Her Majesty’s Government rephed that while unwill- 
ing to make the Sovereign a legal Tender, they saw “no 
“objection to reverting to a state of matters which prevailed 
“in India for many years, namely, that gold coin should 
“be received into the pubhc treasuries, at a rate to be 
“fixed by Government, and pubhcly announced by Pro- 
“clamation" It was considered that this experimental 
measure ‘‘will, so far as it goes, facihtate the use of the 
“sovereign and half-sovereign in all parts of India , it will 
“pave the way for the use of a gold coinage in whatever 
“shape it may ultimately be found advisable to introduce 
“it , and at the same time, it estabhshes a preference in 
“favour of the Sovereign” 

A Notification was, accordingly, issued by the Govern- 
ment of India, on 23rd November, 1864, directing that 
sovereigns and half-sovereigns be received, until fuilher 
notice, as eqmvalent to Rs 10 and Rs 5 respectively, in 
pa3anent of sums due to Government. 

i866“7. 

The First Currency Commission. 

An Indian Currency Commission, — ^perhaps the first 
of its kmd and the fore-runner of the HerscheU, the Fow- 
ler and the Chamberlain Commissions of the later days — 
was appointed to deal with the subject of the currency 
of this country in all its bearings. This Commission, 
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after careful investigation came to the conclusion that 
' the demand for gold currency is unanimous throughout 
the country” and recommended the acceptance of Eng- 
lish and Austrahan sovereigns in all the Go\ernment 
Treasunes of India without restncbon and the issue of 
currency notes in exchange for GolA 

In response to the above recommendations the Gov cm 
ment of India permitted m l86p the receipt of English 
and Austrahan sovereigns by the Gov ernment Treasunes 
The rate of exchange was raised to ten rupees and four 
annas 

187J 

Sir Richard Temple 5 Note 

Dunng the Viccroyalty of the Earl of Nortlibrooh 
Sit Richard Temple who was then Finance Member of 
the Impenal Council wrote a Memorandum recommending 
a gold standard and gold currenej for India 'There 
was no man ' said Lord Northbrook in Ins cvndcncc before 
the Indian Currency Committee (1898) who liad more 
cxpcncnce of India all round than Sir Ricliard Temple 
“He had been in almost cvcri part of it in responsible 
posibons, and he would not have recommended this 
‘ it he had not beheved tbat n gold currenej was hl>.cl> to 
“be acceptable 

Sir Richard was later on promoted to a Gov emorship 
m India. This memorandum of bis 15 one of the mwt 
cogent philosophical nnd able pronouncements ever 
made on the subject of gold currenej for India 

It IS a length) document I have given it in fr/enio 
at the end of this bool in the form of Appendix A and 
would recommend its perusal to nil interested In tli" <iiie< 
tion of gold coimige and currcsc) It bears the date < I 
l5tU Ma) 1872 

1S75 

Mr llolUnttery • Mnllcsllon 
Tlie cotilmued fall lathe value of Silver was ca-' 
coaMdcrable damage to the financea an I i latetia' pi'^ 
grer.a of India JU UoUiiv,bct>> tbva Aa-ii'ant SevUc'ary 
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to the Government of India in the Finance Department, 
after a careful investigation of the matter, submitted a 
most well reasoned report to the Government. 

The price of Silver had fallen abroad to 5^2^ 
ounce in 1875, but it had not yet affected the market value 
of the metal in India to that level. In course of time, how- 
ever, it was bound to fall to its value abroad Mr. Hohing- 
bery represented that what was wanted in India was not 
the withdrawal of Silver as a bullion operation, but the 
substitution of Gold for Silver in future importation of 
bullion to settle any balance of trade The question was, 
therefore, not what a difference m the value between Gold 
and Silver would suffice to expel Silver, but what would be 
suffiaent to make the importation of Gold mto India for 
comage more profitable than the importation of Silver. 

Mr Holhngbery estimated the quantity of Silver in 
circulation in India at 130 milhons sterhng ; and thought 
sixty milhons of Gold would be far more than suffiaent 
to restore a gold currency He showed that with a gold 
currency the cost of remitting fifteen millions sterling to 
England for Home Charges would never exceed the cost of 
sending Gold from India to England, that is | to i per cept. 
But owing to the balance of trade bemg always in favor 
of India, the Council Bills would always be at a premium, 
so that instead of a loss there would always be a profit. 

He pointed out that countries which have a silver 
currency and have an adverse balance of trade or borrow 
in gold-using countries experience a heavy loss in making 
remittances for the latter countries for which reason they 
find it necessary to adopt a gold standard, and every new 
country which adopts a gold standard makes the necessity 
more urgent for the remaimng silver countries to conform 
to the general custom of the world, and adopt Gold as the 
sole legal standard And the effects of this fall would be 
disastious to India because it would 'be the only country 
in the East which would offer a fixed pi ice foi Silvei irres- 
pective of its depieaation abroad, and so it would be flood- 
ed with depieciated Silvei, 
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By persisting m retaining Silver as the standard of 
India, the finances and the progress of India nould be 
irremediably injured on the other hand great finanaal 
advantages and commeraal good to India would follow from 
the adoption of a gold currency in India. And it was not a 
mere fanaful desire for change but stem neccssitv whicli 
compelled the European States to adopt a Gold Standard 
The same pnnaples whicli applj to European States also 
apphed to India The postponement of a change to a Gold 
Standard will not arrest the evils w hich were in progress from 
tile fall in the value of Silver while the longer the cliange to 
a Gold Standard was delaj cd the more difficult and c,tpcn 
Eire but not the less inevitable will it be in the end 
Tills most able report remarks Professor MaelASxl 
deserves the most careful studj as ei erj one of its prog 
nosticabons has been full> venfied and intensified counttj 
after countn has adopted a Gold Standard and c\cn 
Japan wlucli was long considered as the fortress of Sili'cr, 
has been obhged to take to Gold 


1878 79 

PropoMb to make So\trtljrn Lejra! Tender 
Tlic Go^ommont of Indm in 0 dcspitcJi (o 

the Home Go\cnimcnt m 187S cxprcsM^tl Ihc opinion 
' that it will be pnclicablc \Nntliout present injiin to the 
' communiU os a ^\hoIc or of future difficuUic' to 
‘ adopt n Gold Standard* uhde rctamm:; the present ^\hcT 
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'‘airreucy o{ India, and that \vc may thereby in the future 
"fully protect ourselves fioni the very real and serious 
"clangers impending over u^ so long ns tlic picsenl S3'stem 
silver stnndaid) is maintained". 

With the eventual object of adopting of a gold standard 
and currency, on the Briti*^h modeh and in order to help in 
the extension of tlic use of gold coins in India, the Govern- 
ment of India proposed to proceed at the outset as follows *- 

W'o firot like po\\rr to rccpuo Bntrh or Bnti’^h-Iinlinn Gold com m poiTiicnt 
for nnj demonfL of the Govonimcnt, nt r-toi to bo fixed from timo to tirao by tJio 
Government, till the cxelnn'^c (winch tlien i-tond nf nbont D ’id) lins eolticd it* 
Fclf Fiifiicitntlv to rmblo us to fix (ho Rupee \nhic in rehtion to (he Pound Gtcr- 
l«ig p^mnnentU nt C* Simultonoou'dy with thn the rcigntomgc on the coinngoof 
Sil\ cr would l>e rtiifod to rnch n mte n'i would \ irtinlK nnko (ho co^t of a Rupee — 
to pcr^oiu! importing bullion— Cfpnt m nraount to (ho \nhio given (o (ho Rupee m 
compm'on with the gold coim nlmvc '•poken of \Vc should thu'? ohtmn a self 
acting Pv^tem under which Silver vrould be admitted for eomngo at (ho fixed Gold 
rate O'; tho wants of tbo countrv rcquire<I, wlulo a certain limitovl scopo would bo 
given for the intrcnluctioa and U'-c of gold com, eo far m it was found convenient or 
profitable. 

These proposals did not meet wdth the Home Govern- 
ment’s sanction 


1892. 

Bengal Chamber of Commerce to the rescue. 

Representatives of dilleicnt countries met at an In- 
ternational Monetary Conference at Brussels, to con- 
sider measures foi the increased use of Silvei as currenc5^ 
They failed to arrive at any satisfactory conclusion. Tins 
brought the question of changing the standard of value 
in India from Silver to Gold once more into prominence. 

The Bengal Chamber of Commerce represented to the 
Government of India that it was "impossible for men of 
"business to feel any confidence in the future value of the 
"Rupee, and they believe that such a state of things res- 
"tnets the mvestment of capital in this country and seri- 
"ously hampers legitimate enterpnse". 

And, if success in the settlement of Silver question could 
not be secured by an international agreement, the Chamber 
4 
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of Commerce saw notlimg ‘ bnt the prospect of endless 
“fluctuations in the relative values of Silver and Gold, 
attended with a fall in the value of Silver of indefinite 
"amount, and the Committee (of the Chamber of Com- 
“merce) think that m such case the Government of India 
should take stqis to have the question of the advisabi 
‘ hty of introducing a Gold Standard mto India carefully 
"and senously considered by competent authorities' — 
(18-2-1892) 

>8P3 

Lord Herschell s Commission 

The Government of India telegraphed to Her Majesty s 
Secretary of State for India suggesting to at once dose 
‘its mmts to the free comage of Silver and make arrangc- 
“ments for the mtroducbon of a Gold Standard — (21-6- 
1892) 

In October 1892 the Earl of Ktmberlej then Secre- 
tary of State for India referred the proposal of the Got cm 
ment of India, for investigation and report to a Commis- 
sion consisting of Eord Hcrschcll (President) Lord 
Fairer, Lord Welby Mr Leonard Courteny Sir Arthur 
Godley General Sir Richard Stmehey , and Mr Bertram 
Cume 

In their report dated 3rEt Maj 1893 the Commls 
aoners expressed themselves as follows — 

WhOo con*cloaa ol the gruTlly ol llw frisaf-rtloQ, cannot la Tle» of Ovo 
•etIaCDi erflj with which Uw Oorcroraent ol Itylia may at any time U conlnmlcU 
11 maltoa are Wt m Ihty arc adebo \onr LtTrlihIp In orrr rate the proronli 
for tbo ckclag ol the IIIdU aad the adoption d a doll burUud which lhai 
OoTcnuacnt with thdr rorponnUMy and drop latcrril la Ih- loccco d the nc> 
auTM aopjwltd baro oahralttcd lo yon- 

Bttt wo conrldcr the foBowtog moddlcaUoni ol the- ptvpoalr ar> a Jilmll i 
Tbo olMing ol tbo ilfalJ ogalail Irco M>ln»;o ol Rlirr tlcmll I- acnmiran.nj ly 
aa anacamccromt that (hoQjrhthrwdlolbojmlhc Ih-r wBl Ic otc-I ly Varra 
ratal lew Uw coIaJEC ol tapn-, In rirljii>-o for U- VI at a mt>j to Iw ll-n trol. 

■ay If li per Itopcc land Ibrl at lie Uorrmc-o' rmtai'ca O- U wtT U 
rtedre d tn aatX factloo ol pohtj da-r at the ar*na ratio. 

Tlio Socrotari of SUitc for Indn tlicrettpon sent on 
Uio 20th June 1S93 a cablegram to the Go\ eminent of 
India, which reitls 
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Her Jlajesty’s Government have decided to approve the proposals of your 
Government to close the JImts to free coinage, and to make arrangements for the 
adoption of a Gold Standard, subject to the modiQoatious recommended bv Lord 
Herscbell’s Committee, which jmur Government have nocoptod You are, there- 
fore, empowered to take the necessary stops 

In accordance with the foregoing ariangements, the 
Government of India, issued on the 26th June, 1893, noti- 
fications wheieb^’’ — 

(1) Indian j\Iints were closfed to the free coinage 
of Silver 

(2) The Government undertook to receive gold ^ 
coins and gold bulhon at the Mnts in ex- 
change for Government rupees, at the rate 
of 7 53344 grams troy of fine gold for one 
rupee, plus a charge of one-fom*th per mille 
on ah gold com or bullion whicli would have 
to be melted or cut so as to render the same 
fit foi leceipt into the mint 

(3) Gold sovereigns and half-sovereigns of cur- 
rent weight, coined at any authorised Royal 
]\Imt, were made legal tender at ah the trea- 
suries of British India and its dependencies 
m payment of sums due to the Government, 
as the eqmvalent of fifteen rupees and of 
seven rupees and eight annas, respectively 

(4) Currency Notes could be had from the Paper 
Currency offices in exchange for gold com 
or gold bulhon at the rate of one Govern- 
ment rupee for 7*53344 grains troy of fine 
gold (is 

It IS evident from the above facts that the Govem- 
' ment of India had, in 1892-93, actuahy proposed to Her 
Majesty’s Government, and then with the latter’s fuh con- 
currence, actuahy decided that the closure of the Indian 
Mints to the free coinage of Silver would be accompanied 
by the restoration of a Gold Currency m the country 

*897. 

A subsidised Gold Standard. 

No further action appears to have been taken by 
the Government of India tih 1897 m the direction of 
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redeemmg theur pledge to mtroduce a gold currency 
m India. In this year, the Government of India ogam 
addressed a despatch to the Secretary of State espresang 
their readmess to go in for a Gold Standard if they were 
assisted by the Impenal Government The followmg ex- 
cerpt from the aforesaid despatch which is dated the 3rd 
March, 1897, would he found mterestmg — 

We ImTO been fed by pnbllodlttOTBkmi In England to beHeveUutHor Jlajcity’* 
GoTtnuDcnt might to ^HHrip to cntcrUin tbo piopoeol to giro mlhtaoce to Tr^ 
in Same ibepo torniids tho otUinmoct of tbo ob}^ lure In riov’ While ve 
cannot pkod inability on oor own part to cany oor proponls bto clTectt at any 
rate ao far oa tbe stage to which at present ve propoae to oonlloD them, 
it onr dn^ to r tp reemt that tbe cctabBshnimt of a Gold Standard In India iJ a 
matter of Impenal coGcem« and that India may fairly claim that tbe wbolo bonkn 
abonld not bo pot npoo her Wo woold mgo that Iler Majecty*! GoTc mm cot 
tiKmM contrfbtrto not onJr in material aaabtaiice bnt by ermt^ that |ptater 
confidenco which wQI nndoobtcdJy be tbo rcealt of tbdr potOciy asaniDing a ibare 
of tho liohOlty 

The Home Government could not see their unj to 
accede to the above proposal 

The notions about the mtroduebon of a gold cunenej 
miolvmg a large expenditure of monej were grcatlj e.x- 
aggerated Ihc extension of gold currencj in the present 
shape of the Government s proposals docs not mean onj - 
thing beyond the throwmg open of the Indian Mints to the 
coinage of Gold when tendered bj an) pn\-atc individual 
and the mtroduction of this simple measure will not cost 
much expense 

18518 

A Famtstilns Aloney Alarkct 

In 1893, the rate of cxcliangc liad nlrcadj fallen to 
IS 2 98511 per rujice Con'equenU} , the first object 
whch engaged the Goremments attention after the 
closure of the Mints was to raise the cxcliangc \-aIue of 
the rupee. The Go\ cnmicnt acted on the ptmaple tliat the 
exchange \aluc of the rupee would dejiend on the nurnticr 
of lupees m arculaUon and lliat if the fuiipb of micvs 
w'cic hunted the exchange would automatiealb be foleni 
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Up. With this end in view, no rupees were coined from 
June 1893 till 1897. The balances of silver rupee reserve 
fell to about 3 crores. 

The money maiket was famished and the distress which 
ensued has been thus graphically described by Mr. Mer- 
wanjee Rustomjee, representative of the Bombay Native 
Shares, Stocks and Exchange Brokers’ Association, in the 
course of his e\ddeuce, before the Indian Currency Commis- 
sion of 1898 

The stringency of the money market (in 189S) ... ... was so 

se\crc that it i\as mipos^ihle to sell Go\eniment paper or get advances upon it. 
Our firm 11 as repeatedly asked by a finn of undoubted standing, trading with 
England and Cluna and other parts of the n orld, to get advances on Government 
paper This firm was always holding more than Kv 100,000 wo’’th of (3ovom* 
ment paper for tho puipose of raising money whenever it reqmred it But we were 
unable to ncgotiato assistance for them , v. c did get them tho money at tunes, hut 
on condition of repaj-ment nithui two or tlnco da 3 '^ 8 , and veiy often the banka 
confessed that they were imablo to lend owing to want of cash m hand to spare 
for the purpose This is a most serious mconvemence to trade. , The 

result of such lightness, it can be easil}’- imagined, would block trade, exports 
would be slow to move , and miporters w ould find it hard to meet their obhgations. 
There is a largo business done by brokers for Exchange Banks and Presidency 
Banks m Government paper for a short settlement ahead, and tho brokers avoided 
as much as possible esecutmg such orders, and requested the banks not to sell 
, paper for dehvery on one fixed day, ns they could not guarantee payment, and, 
in fact, portions of such settlements were postponed beyond due date as nobody 
would buy Government papoi or advance upon it 

With Government paper m such a predicament, one can easily realise how 
difficult it would bo to sell other secunties Holders of shares and Mumoipal 
Bonds and other first class securities could not cither sell or raise money on their 
secunties It was a ternble state of affairs and would be mtolerable m London 
for a day. . . A glarmg illustration of tho far reaching 

hardships resultmg to India from the strmgenoy of money is furnished by the re- 
cent failure of tho Mumcipohty of Bombay to float a loan of 29 lakhs at 4 per cent* 
mterest The Mumoipahty has alwaj^s commanded nearly as good credit as Govern- 
ment paper, and the failure to float its loan is due to the expenenco of the strm- 
genoy of money for the last two years .... Government are unable 
from the same cause, more or less, to help the Mumoipahty. Thus the most 
urgent works, such as samtary measures on a large scale, and the improvement 
of the drainage and dwellings of the poor, which are the oiymg necessity of 
Bombay, run the nsk of being mdefimtely postponed, — to the great danger of 
the health of the people .... 

Mercantile credit has been shaken a good deal . money rose 

to an unprecedentedly high rate of interest, rangmg from 13 per cent, to 24 per- 
cent per annum on best seourities, and that was its current value for some time 
although the Bank of Bombay rate was nommally at 13 per cent 
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redee min g their pledge, to introduce a gold currency 
m I n dia. In this year the Government of India ogam 
addressed a despatch to the Secretary of State expressing 
their readiness to go m for a Gold Standard if they were 
assisted by the Impenal Government The following ex- 
cerpt from the aforesaid deqiatch which is dated the 3rd 
March, 1897, would be found mterestmg — 

We hare been fed by paUfe dfecosiions in England (o beHeve that Her iTiJwty’i 
Government might bo nillmg to entertain tbe propoenl to giro usfetance to In^ 
in Bomo ehapo tovarda tho otUinmont of tho object vo have in vlcv WbQe we 
cannot plead inability on onr own part to carry onr pmpoeals Into effect, at any 
rate ao far aa tbe stago to whieb at preoent wo propoee to confine them, we think 
it oar dnfy to re pi esent that tho catablbhment of a Gold Standard in India is a 
matter of Imperial concern, and that India may fairly claim that tho whole harden 
aboold not bo pat upon her Wo wocld argo that Her Majesty’* Gorennnent 
•booM cootdbato not onJv m materia] aaabtance bat by crtotlng that gmter 
confidenco which altl rmdcobtcdJy be tbe reanlt of (bdr pabbely A ihaxv 

of tbe Bablllty 

The Home Government could not see thcjr wo> to 
accede to the above proposal 

The notions about the mtroduction of a gold currencj 
involving a huge expenditure of monej were grcatl> ex 
Qggerated The extension of gold cuirenc> in the present 
shape of the Governments proposals docs not mean any 
thing be> ond the throwing <^)cn of the Indian ilints to tlic 
coinage of Gold when tendered b> any pmntc indi\ndual 
and the introduction of this simple measure will not cost 
much expense 

1698 

A Famishing Money Market 

In 1893, the rate of exchange hnd alrcn(l> fallen to 
IS 2 985^ per ruixjc CoDScqucnlJ\, the hrst 
wh ch engaged Uic Goicrnments attention after 
closure of tlic Hints was to raise the exchange xnluc o 
the rupee. Tlic Go\*cnimcnt acted on the pnnaplc tlwt ic 
cxcliaugc \'aluc of the rupee would de’jwnd on the num -^er 
of lupcts in arculation and lliat if the •■upplj oi 
^\cic Imutcd the exchange would autoinalicalh be lolcrU 
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quently came back to the India Office and remained there 
till 1864. He was Governor-General and Viceroy of 
India from 1872 to 1876. 

Lord Northbrook’s vast and varied experience and the 
excellent opportunities His Lordship possessed of stud5dng 
the question of a gold currency for India, together with 
the exalted positions held by him and his high sense of 
responsibihty, all go to endow his opinions with consider- 
able weight and importance. His clear and forable ar- 
guments in favour of a gold currenc}'- m India deserve every 
lespect and consideration at the hands of the poweis that 
be 

Speaking before the Indian Currency Committee, on the 
4th Novembei, i8g8. His Lordship expressed Inmself thus ; 

{Questions put hy the Chairman). Have you any obscrvationg to put 
before tbo CJommittco as to the objections wbioh Lave been raised to the in- 
troduction of a Gold Standard into India ? — Yes The first objection is that the 
gold standard is not suitable to India, because India is a poor country I really 
do not know what is meant by a poor countiy If wealth is to be detenmnod by 
revenue, or trade, or credit, I cannot admit that India is a poor countiy m compari- 
son with many countries that have a Go’d Standard Of course, local exchanges 
of commodities m India are earned out, pnncipally, not oven m silver, but in copper 
and gold coins would only bo used m the larger transactions But it does not 
follow that Gold would not bo extensively used for those transactions 

Another objection raised is that a gold currency is unsmtable to the Indian 
people Sir Robert Gnffen, m an article ho wrote tho other day, said there is no 
demand for a gold currency m India , but, m my opimon, by far the greater weight 
of authority is upon the other side In order to establish tins, I must trouble the 
Comimttee with a short history of what has happened m India with regard to 
coinage 

The umt of tho Hmdu oomago was Gold, and gold coma were m circulation 
before the Mohamedans came The Mohamedans mtroduoed the rupee, but at 
tho same time gold corns called Mohurs were freely ciroulated At first, under 
the East India Company, Gold and Silver coins were both Legal Tender There 
is a Despatch which has been laid before Parhament (I thmk it was moved for by 
the Chairman of this Committee) from the East In dia Compan.y m 1806. In that 
Despatch you will find a very mterstmg piece of evidence on that matter In para- 
graph 20 you wiU see that, under the Government of Madras, gold coins were 
then the prmcipal currency, money of account, and the measure by which the 
pay of the troops was generally calculated Those gold corns were of a very mode- 
rate amount , they were called Star Pagodas, and were worth about 8a They 
were the currency of Madras at that time Gold and Silver corns remamed m 
circulation as Legal Tender till 1836, when the Silver Rupee was made the sole 
Legal Tender. Notwithstandmg that a considerable amount of Gold contmued 
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Actually however, i8 % interest was reported to, at 
tunes have been charged by the Bank of Bombay for 
advances on the security of Government paper, and even at 
this high rate of mterest, enough money was not procurable. 

■ 8»8 

The Appointment of the Poiriers Commission 
The currency pohcy of the Government of India was 
thus subjected to a most severe test and it looked ns if 
it was m danger of breaking down under the strain. 

Bord George Hamilton therefore, appomted a Com 
mittee to dehbeiate and report upon 

"the monetary system m force n India 

and to submit suggestions for the 

‘ establishment of a satisfactory s>stem of currcncj in 
India, and for securing as far as is pracbcablc a stable 
'exchange between that country and the Umted Kingdom 
The Committee nas constituted as follows — Sir 
Henry Bowler G CS I ILP , Chairman Lord Balfour 
of Burleigh Sir John Mmr Bart , Sir rrancas Mowatt 
K C B Sir David Barbour K.C S I , late rinancc Member 
of the Council of the Goi cmor.General of India Sir 
Charles Crostliwaite K C.S I Mr B C. Be Marchant 
Mr Bdward Hambro Mr \V H Holland Mr Robert 
Campbell Sir lUfrcd Dent K CALG , Mr Robert Cbal 
mers Secretarj 

1898 

Lord Northbrook * nvldence 

The Rijjlit Honourable the Lari of Kortlibroob G C.S I 
coimncnctxl Ins ofliaal career as l*n\'itc Sccrctar> to 
Halhfnx when he wns Sir Charltr* Wood and President of 
the Board of Control before the Go\crnmcnt of India '■Wt 
transferred from tlic Hast India Companj to the Cro^'O 
Aftenrards \ hen he \\tnt into the Parliament he 
Under Sccrctart for India m ih59 Cliarlct 

\\ ood uas then SecrcLtn of Slate for Indi 1 I/iid'h'P 
then went to the War Odicc tor a "iliort time an I drv* 
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Another argument ogamst n Gold St-nndnrd is that its cost would bo enormous. 
I have dealt with that already ; I do not admit it I would add that tho ondcnco 
given by Lord Rotliscluld and Sir Samuel Montagu, and the facts ns to gold pro- 
duction, show that such gold as would be required m India could bo easily supphed 
out of tho gold production of tho world. Tlio production of Gold in tho world 
has increased ....... Therefore, I tlimk that 

the diflicullics which exulted, no doubt, wlicn Gold was appreciating, need not 
now stand m the wnv of making this change There is no reasonable probabihty 
that anything that the Go\cmmont of India may do, or any reasonable quantity 
of gold that they ma^ want, can seriously mterfero with tho Gold market of tho 
wxirld or mjuro am Gold Standard countnes 

Do you thmk, taking all theso circumstances mto consideration, this is a 
suitable time to make auch a cbnngo ? — ^I cannot conceive a bettor tune than tho 
present You have got the Exohango up to Is id ; you have a largo production 
of Gold, and ovcrj’body cvi>cct3 that some decision wall bo come to upon tho matter. 

Tnkmg all the oiroumstanoos together 

I cannot conceive a better time to make tho change than tho present, 

lu regard to the question of expense to be incurred 
by the Government of India in throwing open the Indian 
lyiints to the free coinage of Gold and introducing a Gold 
Currency in India, I^ord Northbrook gave, at an earlier 
stage in his examination, the following evidence : — 

Would Gold have to bo provided for that purpose by tho Government of India? — 
I do not think it would bo necessary I havo soon it stated that to establish a Gold 
Standard and a Gold Currency m India would requiro an enormous accumulation 
of Gold by tho Government of India, I do not seo that myself. I think that tho 
supply of Gold would bo obtained gradually, and without any such great cost to 
tho Govemmeut of India as has b cen suggested In tho first place, the pponmg 
of tho mmts to tho comage of Gold would cost tho Government nothing except the 
cost of tho comaga Anybody who chose to bring Gold to tho mmt would have 
it cut mto a sovereign, and tho Committee, of course, know that at this moment 
there are supposed to bo somethmg hko £300,000,000 sterling of Gold m India. 
It will probably bo to the advantage of some, at any rate, of the holders of that 
Gold to bring it to tho mmts to bo corned ..... Then 
agom, I think, after oortam notice and with every protection to individuals, the 
customs duties might be levied m Gold, and if the Government of India went 
through the other items of revenue, it might bo found that some of those other 
items might be collected m Gold Certamly, the opium sales imght be made for 
Gold; there is no difficulty about that. Then I thmk that about three 
millions of Gold are now produced m India. If the people who are mterested m 
that production can manage to havo the refining earned on m India thqjr might 
send that Gold to the Indian mmts and have it corned at probably oensiderable 
profit to themselves. Therefore, I do not thmk there is any necessity for any 
large expenditure by the Government of India m order to provide Gold. 

5 



32 


CUEEENCY ORGANISATIONS IN INDIA 


tobeedned at Calontt*, and gold oofaBwerarecehed at cerUin rates attbeOoran< 
ment Treafunea. A itop ms put to that in 18W but, norerthelesi. Gold oon 
tlnoed to bo oolned and. In 1657 the Bombay Gorttnment recommciidcd the 
latPodaotJon of the Sorereign at Legal Tender At about tho tamo thnn there 
were ao many E ng Pth SovweJgn*— or rather Anatrahan I thfnV tlwy Tcre— in. 
trodnoed Into some diitiicta of hladiaa by labonrors returning from Ceylon and 
Maori tlua, that the Government were obliged to receive them into the Trearoiie#, 
and a Gold Carrem^ based on the sovereign wmild rapidly hare aoperseded the 
ropoe cunoiuy if the Government of had not prevented it. 

In 18&L the principal commerdal aasodatlons In Tndpt recommended a Gold 
Currency — the Bomhoy Chambor ol Commerce, tho Bengal Chamber of Commerce 
and the Madras Chamber of Oonun c r o e and the Goveniinent of India In the 
tame year recommended tho introdnetion of the Sovereign as Legal Tender.* In 
1B68, the Oalontta Chamber of Cbmmerco again recommended the introdaotbo of 
the Soverc^ as Ixgal Tender. A Commission was then appointed to enqtiito 
into tho matter and reported that, ‘The demand for Gold Correnoy is tmanlmonr 
throughout the country" •• 

In 1878 tho Government of India recommended a Gold Standard and the 
ultimate adoption of a gcH c at rency 
Berhapssome membero/theObnunittcemaysay how Is It 
that you did ikot adopt H 1 Tbe answer la a very simple one That was a time 
when Gold was appreciating, and it was Imposslbk to do It, Then, after (hat 
came the quevtloa of bimetallism. That I (hlnh very proptriy tuned aO (he 
thoughts of the Ia£an Ooremmeut In the dir'ctkm of trying to keep the SQrrr 
Standard by sectmng an internatloiial monetary anrangemfut wUfa Franee and the 
United States of America, and, therefore, tbe particular qaealioo of tbe OiiJ 
Standard and cunmoy went into aboyanca. But at tbe nime time during tbtyu 
dbcustlocis, when Lord Reay and Sir Louis MaDet were tbe rrprf^eotatlrei of tbe 
India Office at tbe Mnoetaiy Oocifercnce of 18S1 after fornlng bock from that 
enquiry re imfeda without having been able to do anything they rrporte<l that 
India, by odopllx^ a Gold Standard, could. In a few yeirs obtain a sapply of Oofcl 
sufficient for all purposes of ber commerce m a stanlanJ of valor ami tMt (he 
dlfficuhka derived tWr force rather from the iatemti of EoglinJ and olb^ goU 
udng countries than Crom those of India Itself 

Isow this I want to put b efore (bo Oemmltlee TVro h a rem\rkal*V* fact 
which prtomU lUelf to me in looking back at aD thli again.— brcitne I Ln«*w Ii 
fore— comely th a t all through tbeoo pipeot and all lhroo“b the eondl'ratW* af»! 
discusaloo of tbe queellou, there Is hardly coe single from any on* with 

a knowledge of India-I doubt whether there U any rtfyr at tH th»t a Gil 
C um oc y would not be popular In loJU U otlyw eimiDWlimri m l-rr! li d^.f 
ahK I thertforr T«lafetothInkllul.llthe blitoey efectfurlnl»l*‘'^« 
sldeml, the balance cf autbcclty sbowi that U>rn» h iw f'* n^'^j s C- H 

Curtmey as beiof tnuulied (o IwLa. I am glad f harlcj tvl an r;^rtanUj cf 
putting this furward, Lreatm I Lire rwt srrn U In eTiim*^ r«f l» It eu* nifl 
b any of the puhOcatJotia whVb I bare mJ ca this snVJect, 

•a r < twia^ 

Trr*«t7ia sent r c**s Is iMa 

s«« ttowM ra?*n aa. iiiw twA 
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Aiiotlicr argument against a Gold Standard is that its cost would ho enormous. 
I have doaU with tliat alroad} , I do not admit it. I would add that tho ovidonoo 
given by Lord Rolh'^clnld and Sir Samuel Montagu, and tho facts ns to gold pro- 
duction, show that such gold ns would be required in India could bo easily supplied 
out of tlio gold production of the ivorld. The production of Gold in tho world 

has increased Therefore, I think that 

tho difiicultics which cvistod, no doubt, n hen Gold was appreciating, need not 
now stand m the ^ny of ranking this change There is no reasonable probability 
that anything that the GoioJnment of India raa^^ do, or any reasonable quantity 
of gold that they nny want, can seriously mlorfcro with tho Gold market of tho 
world or mjuro nn} Gold Standard countries 

Do you thmk, taking all these circumstances mlo consideration, this is o 
suitable time to make such a change ? — ^I cannot conceive a better tune than tho 
present. You have got the Exchange up to Is id ; you have a largo production 
of Gold, and ovciy’body c-vpccts that some decision will bo come to upon tho matter. 

Takmg all the circumstances together 

I cannot conceive a belter lime to make the change than the present. 

In regard to the question of expense to be incurred 
by the Government of India in throwing open the Indian 
I\Iints to the free coinage of Gold and introducing a Gold 
Currency in India, I/ord Northbrook gave, at an earlier 
stage in his examination, the following evidence : — 

Would Gold have to bo provided for that purpose by tho Government of India? — 
I do not think it would bo necessary I have scon it stated that to establish a Gold 
Standard and a Gold Currency m India would require nn enormous accumulation 
of Gold by tho Government of India I do not see that myself. I think that tho 
supply of Gold would bo obtained gradually, and without any such great cost to 
tho Government of India as bos been suggested. In tho first place, tho oponmg 
of the mmts to tho comage of Gold would cost tho Government nothing except tho 
cost of the comago Anybody who chose to bnng Gold to tho imnt would have 
it cut mto a sovereign, and tho Committee, of course, know that at this moment 
there are supposed to bo somethmg like £300,000,000 sterling of Gold m India. 
It will probably be to the advantage of some, at any rate, of tho holders of that 
Gold to bring it to tho mmts to bo oomod ..... Then 
agam, I think, after certam notice and with every protection to mdmdnals, the 
customs duties might bo levied in Gold, and if the Government of India went 
through the other items of revenue, it might bo found that some of those other 
items might be coUeoted in Gold. Certamly, the opium sales might be made for 
Gold, there is no difficulty about that. Then I thmk that about throe 
miDions of Gold are now produced m Indio. If tho people who are mtorested m 
that production can manage to have the rofinmg earned on m India they might 
send that Gold to the Indian mints and have it corned at probably considerable 
profit to themselves. Therefore, I do not think there is any necessity for any 
large expenditure by the Government of India in order to provide Gold. 

6 
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The Indian Currency Committee a Report. 

The Indian Curreniy Committee —consisfang as it 
did of promment Finanaers, Banlers Merchants Offiaa's 
and retired Members of the Government of India— after 
a thorough mvestigabon of the whole question made the 
following important recommendations — 

(1) That the Bnbsh Sovereign should be made 
Legal Tender and a current com In India 

(2) That the Indian Mints should be thrown 
open to the unrestncted coinage of Gold, 

(3) That as soon as the Government of India had 
accumulated a suffiaent Gold Reserve and 
so long as Gold was available in its Trca- 
sunes It rmght discharge its obhgabons m 
India m Gold. 

(4) That profits made on the coinage of rupees 
should not be credited to the revenue or 
held as portion of the ordinary balance of the 
Government of India but kept ns a speaal 
reserve entuely apart from the Paper 
Currency Reserve and the ordinary Treasury 
balances 

(5) That no fresh rupees should be coined until 
the proportion of gold m the currcncj was 
found to exceed the rcqmrcmcnts of the 
pubhc 

(6) That with the object of nttaimng tlic cllcc- 
tivc establishment of a Gold Standard and 
Currcnc> ns above the Government of India 
should husband its resources cxcrase a 
resolute economy and restnet the growtli 
of its gold obhgaUons 

The report of proceedings of Uic Committee publblwl 
ns oiTiaal blue books in 189S and 1S99 'hows that llic 
members of the Committee Imd gone verj cartftill) into 
the matter and before making the above rccommctidatl'mi 
they had full> saU-ditd Uicmrelves that the peojilt of India 
were — bj traditions nature national habits and }> cli 
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lectious, as well as by leason of growth in commerce and 
wealth, — ^in quite a lit and ripe condition to use gold coins 
as currency media in their daily monetary transactions. 
The efforts that are now made in some quarters to explain 
that "the Fowler Committee had to deal with a great many 
‘'subjects on which they had perhaps not very much ex- 
“perience to guide them" — and hence their recommenda- 
tions need not now be given much importance to — are due, 
probabty, to nothing except an ingenious desire to defeat 
the proposals of the said Committee and, again, to put off 
the day of the realisation of India’s hopes and the redemp- 
tion of the oft-repeated pledges given by the representatives 
of the British Government to the people. 

ipio. 

Sir James Meston’s Declaration! 

During the course of his speech in the Budget debate 
in the Imperial legislative Comial, Sir James Meston, 
then Financial Secretary to the Government of India, 
made the following frank and forcible statement of the 
Government policy on the question of the establishment of 
a gold currency for India : — 

Tlie broad lines of our action and our objects are clear and unmistakable, 
and there has been no groat or fundamental sacnfico of consistency m progress 
towards our ideal Since the Fowler Commission that progress bos been real and 
imbroken- There is stdl one great stop forward before the ideal can be reached 
Wo have linked India with the gold countnes of the world, we have reached a 
Gold Exchange standard, which we are steadily developmg and improving The 
next and final stop is a true gold currency. That, I have every hope, will come m 
tune, but wo cannot force it. The backwardness of our banking arrangements, 
the habits and suspicions of the people, the infancy of co-operation — all stand m 
the way. Eut the final step will come when the country is npe for it. I trust 
that will not long be delayed , for, when it comes, it will obhterate all the mistakes, 
aU the mconvemences, all the ortifioiahties, of our present position. 

1912. 

Government once again champion the cause. 

In a despatch sent on the i 6 th May, 1913, to the 
Secretary of State for India, the Government of India 
once again put forward the case in the following lucid and 
strong language : 
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It K -BTi think, to Indfapctabto ertabHihmmt rf * goW ennti^ 

wia regarded at the loglotl and nttnnJ tegoaiM of the cbting of the rniatt to 
surer, and at the noo«aaiy accompanimmt of the eatabliihment of a GoU Sfcm- 

Soch a ooMtae rffl 

mark a atep along the path wbich baa been antboritaltrely accepted aa the Eae 
on which OQT cnrreDcy poDoy mart develop, and in time It rrfQ bo of great 
tauco In main twining the atabiEty of onr carraqy ayitem. 

Out propcwal for a gold coinage baa behind It the ovmrbehnlng gg pport of 
the Indi a n pnbfio oplntoi, the teaidai of which are ready wnH cnxloni to exteod 
the eroty day nro of the common coin of the Emplie and are miablo to imdcr* 
•tand why India ihoold bo-decled the tame min t in g faefEtka aa hare been gfren 
to AnxtraHa and 

The Home Treasury to which the matter was referred, 
pomted out several obstacles in the acceptance of the pro- 
posal, the c o i nag e of Gold Sovereign in India was pronoun- 
ced to be beset with legal difficnlbes Accustom^ as we 
m India have become to what Sir Guy Heetwood Wilson 
once remarked as the Treasury s spirit of scarcely veiled 
hostdity towards tins question, their answer did not cause 
much surprise 

IP'S 

The Royal CommUsIon on Indian Rnance and Cnirency 
Baffled once agam m their attempts to secure the 
restoration of a gold currency in India, and despoinng 
at the inabihty of the India OfScc to cope with Uic situa 
bon, the Government of India accepted the snggesbon of 
the Secretary of State that, before on> final dcasion was 
taken the usual procedure of ebatlng pubhc opinion in 
India by means of a Royal Commission should be followed 
In lain did the Goicmmcntof India urge (ti* tclcg^ 
dated iSth Maj , 1912) that Jlattcr has been bnee subject 
'of debate in Impenal Lcgislatlic Council rnd dimng past 
5-car has been discussed ngorousl5 m Picss and b) Coin 
mcraal interests in India and Lngland therefore (we) o 
' not think it 13 neccssar5 to collect further opinions 

A Royal Commission on Indian Finance and Ciiniro 
has accordingly been appointed It coexists of the * ' ‘ 
non ble Sir Austen Cfiamberlain SI P , (Chairman) v® '* 
Faber kordKilbmctcii G CD Sir Robert Chahnem K-CJI , 
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Sir Ernest Cable ; Sir Shapurjee Burjorjee Broacha ; 
Sir James Begbie ; Mr. Robert Woodbum GiUan, C. S. I.; 
Mr Henry Neville Gladstone ; and Professor John May- 
nard Ke3mes, G'l^bers) ; Mr. Basil P. Blackett, Secretary. 

The terms of reference are : To enquire into the 
location and management of the general balances of the 
Government of India ; the sale in Eondon of Council Bills 
and Transfers ; the measures taken by the Indian Govern- 
ment and the Secretary of State for India in Council to 
maintain the exchange value of the rupee in pursuance of 
or supplementary to the recommendations of the Indian 
Currency Committee of 1898, more particularly with re- 
gard to the location, disposition and employment of the 
Gold Standard and Paper Currency Reserves ; and whether 
the existing practice in these matters is conducive to the 
interests of India ; also to report as to the suitability of 
the financial organisation and procedure of the India 
Office, and to make recommendations. 

After the decision about the appointment of the Royal 
Commission was arrived at, the Government of India 
urged on the attention of the Home Government that in 
order to enable the Commission to ascertain the real wishes 
of the people, every facihty should be offered to the public 
in India to approach and put forward their views before 
the Royal Commission. 

“In your telegram of the 14th February” — ^runs the 
cablegram sent by the Government of India on the loth 
April, 1913 — "we were informed that the Royal Commission 
would enquire mier alia into Indian Currency adminis- 
tration. . . . . . . . It is as- 

sumed generally by the pubhc in India that the question 
‘‘(re gold coinage and currency) will be left for the Com- 
“mission to decide, and we are of opinion, after full consi- 
‘ ‘deration, that this is the only possible course now. Ample 
“opportunities for ascerfcainmg the opinion of represen- 
“tatives of the commercial pubhc in India will no doubt 
“be given to the Commission.” 
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■Without in any way anticipating the recommenda 
tions of the Royal Commission, or attempting to pre- 
judice their judgment it may be remarked that the way 
m which the Commission has hnmed through its work 
does not hold out much hope of a satisfactory solution 
of the question. Inspite of the fact that the Government 
of India urged that ' ample qpportumties should be given 
to the people of India to represent their case, very few 
Indians have been examined and of these too several 
are Government Officials The object for which the Com 
mission was appomted is to set right the anomahes of 
the Indian Financial and Currency Administration and, 
obviously the best place to moke a thorough enquiry into 
these affairs is India itself The people of this coun 
try fondly hoped that the Commission would visit India 
and afford them "ample opportimibes ' of explaining their 
difficulties But, It appears, that the Commission has no 
mtenbon ot doing so and the Royal Commissioners hare 
contented themselves with the evidence of only a few 
non-official Indian witnesses that could bear the trouble 
and expense of going all the way from India to England 
to appear before them Groaning under the inequitous 
weight of tm arbitrary sj-stem the jicoplc of India pra> cd 
for a remedy The remedy is held out but tlie process 
incidental to the attainment of the object is at once 
too costly and troublesome to be within the rcacli of the 
people mostly mtercsted in the matter 

Needless to add, the absence of suffiaent Indian repre- 
sentation in the constitution of the Rojul Commmion 
and Its decision not to msit India ln\c caused conn 
dcrable disappointment and hare detracted from the 
popnlantj of the enquiry It is carncstlj ho,*y-d that 
the gncr’anccs of the people of India in curtenej matters 
will be removed and the recommendations of tlie Covtni 
ment of India will be s-nnctioned b> the Home Govern 
ment. If however the persons at the helm o' atlairs 
in England fad to guage the true client ol the pah'tc 
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feeling in the matter, the expectations raised by the appoint- 
ment of the Royal Commission wiU, if unfulfilled, tend to 
deepen the feehngs of discontent and the heart-burning 
among the commeraal pubHc in India will glow bitter. 

The Bogey of Hoarding. 

While the Government of India, and the public, have 
been leaving no stone unturned in their endeavours to 
bring about the estabhshment of a real gold currency in 
India, some stay-at-home Bnghshmen and a few financiers 
of Bngland and their prototypes m India have been busy 
in creating nusunderstandings in respect of the attitude of 
the Indian people towards Gold. These misrepresenta- 
tions are intended to serve as a bhnd and to set the 
Bnghsh nation, and other gold-using countries, against us. 

The world’s international indebtedness is settled, 
in a great measure, in the money market ofBondon and 
compared with her vast monetary responsibilities and huge 
commerce, the gold stocks of Bngland are notoriously 
slender Bconomists have, from time to time, invited the 
attention of the Government of Bngland to the extreme 
danger of basmg her extensive credit system on such in- 
adequate reserves of Gold, and to the risks of the whole 
finanaal fabnc tumbhng down on a stir m the interna- 
tional pohtical firmament , and have urged on her states- 
men the urgent necessity of mcreasmg the Bngland ’s 
holdings of Gold. 

But as a woman in the heyday of her glory and charm 
is obhvious of the inevitable ravages of time and resents 
any suggestions tending to the preservation of her youth 
and beauty, even so the great Bnghsh Nation, in the 
zenith of power and lulled by the soft zephyrs of success 
and the mild lockings in the cradle of prospeiity, scorns at 
the vdsdom of her economists and the advice of her states- 
men. Amidst the exultation of a race for ciedit spinmng, 
she has, evidently, forgotten that old Bather Time is no 
respecter of persons and colour. The Onent may be awed 
or beguiled by her charming spirit of adventure and bold- 



40 


CURBBKCY OEfiAKlSAraONS IN INDIA. 


ness and be, even forced to disgorge her milhons for the 
benefit of the London money market, but the nemesis 
IS relentless m dealing out stnct justice — and punishment — 
even where errors of omission are committed. 

Short of Gold themselves and alarmed at their large 
mdebtedness to India m the intemabonal trade balance 
account, year m and year out the finanaers of England 
have contracted a deadly prejudice against India impor ting 
any Gold at all and numerous pretests and escuses have 
been mvented with a view to mislead the powers that be 
and thwart the schemes for the mtrodnctlon of a Gold Cur- 
rency m India. 

Fifteen years ago this prejudice found its expression 
m the following typical evidence given by Mr Lesley 
Charles Probyn before the Indian Currency Committee, 
1898 

(QtaiioH* piitby Ai CJaimam) Yoa think that U gold eoliu mn aiknrvd 
to drcnkto In India, Um 7 voclU bo Ufgcly wilbdnva for boeurdlss ?— I think out 
loclading h boarding, t^og them rottod peoidca necki tod tnov 

Aod acting them doim to make other omameaU 7 *->iMeUiag them don for 
oraanecta ; bot I think the greater oomber of them yoQ noU »ee roosd tho seek 
tod .arms of the peo|^ 

At pnaezA, 0 <^ U sot ao rer^ largtbr used for boudiBg and oeiua»U-^.i 
•0 Uijely used as Sllrer t— Not ao Urge!/ owd a* Bltrer but K U used to a ttry 
CODiideraUo extent, there b 00 doubi about th.it. U*y I make thb efear to tho 
Ooenmlltec t I may be wrong but my riew b thb, that If you pot gold eotai into 
drcuklioQ It will bo Gke as it were, opening a retail ahop at erciybody's dxw 
Tbo gold eofatt are thrust before the peopK kou, as It were eiwto a deomd for 
them. They see them. That b my eiow 

That b to explain tho additional boardtog that you fmr l-lf th* eobi are 
la drcuUlioo they wffl bo offered to tho peopio. It b Jail Ike putting up a thing 
in a shop window bilbo street except that th^ hate nothteg to pay for UwifBiW 
(art urn. 

U • goH lUoUid b nUhlliW tl>«» »ffl lo • finJ nUo 
li« BUtct rmw wlfcS wooU inita tl»i cm nsj f« 

wnUViOTiw-nvuij- toll total tor' lot.trtUtanjnWc<n!««f 

ho doubt it wuoU com* to tluL 


It (It, Ccw cob) TOiUdiurr'ot** It 

clbttiotal. (MccOT<Mitr»»ucillU»r«ttf <!t«ol|Jt(HI»i tl.r‘' 

Heck ^ tb* wcfVL , . _ .t. 

Doyeu Ohik tilt li* withrlra^d rt n-tf Iw 

hriTT-tM inoo tl,. rtotk C Ootl b tin « to « 
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provcat hoarding J— It is my individual opuuon. that it would. Of course, it is 
only a matter of opmion. You cannot toll at all until it is really tried. 

You know how largely the production of Gold has increased ? — Yes. 

And you know that, it will certainly bo much more ? — ^Yes, 

Do you still thmk that the hoarding in India might bo a danger 7 — ^I am quite 
sure it will be a difficulty. 

The question is whether it would bo a danger as regards the stock of Gold in 
the world, a danger in the way of causing a serious appreciation of Go’d 7 — ^Hardly, 
I should thmk ; but, whatever danger there is, I am quite certam it would bo 
accentuated by sovereigns, os wo may call them, passmg mto oiroulation. 

Witli due deference to the ability and experience of 
the witness, it may be stated that it is due to the spread 
of such wrong impressions about the inordinate fondness 
of the Indians for Gold, and the unproductive uses to 
which Gold is put in the country, that our efforts for 
the introduction of a gold currenc}^ in India have not 
hitherto been crowned with success. It is not necessary 
for me to criticise the opinions expressed by Mr. Probyn. 
I will ]et another Enghshman, — one who occupied a high 
and responsible position in hfe and who was a person of vast 
experience and wide information — to contradict the vera- 
city of such ideas. The late Sir Samuel Montagu, Bart , 
M P , examined before the same Committee, said : 

There is now a production of Gold, I beheve, unequalled, I tbmk it is 20 mil- 
lions more than the usual average. You would do a sorvioe I thmk to Europe if 
you were to gradually utilise this extraordinary surplus of Gold 
(it) would m no way mjure the City of London, 

What do you say as to boardmg 7 — Hoardmg is a bogey which may be laid. 

. . . . . I do not thmk there is any boardmg m Russia 

and I should think that the Natives of India are as intelhgent as the Natives m 
Russia, the bulk of them. As a matter of fact they have been hoarding Gold, 
I beheve there is something like £300,000,000 of Gold now m hoard. 

You think there is a large quantity of Gold already hoarded 7 — ^Yes , I do 
not know why it should increase if you mtroduoe a Gold Standard I should think 
It would rather tend to diminish. 

The productlou of Gold has considerably increased 
since the above evidence was given I beheve it is now 
something like £ 100,000,000 sterhng every year ; and the 
economists of the world have seriously proposed that some 
new outlet should be found for a portion of this excessive 
output. There is thus still greater reason why the Indian 

6 
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currency should be based on a genuine circulabon of Gold. 
Apart from the steadiness which such a course would im 
part to the Indian currency system as a whole — and by 
the mcrease of confidence theiem abroad afiford fadhty for 
the attraction of cheaper capital to India — the adoption of 
this measure would result m the absorption of a portion of 
the world s surplus out-put of Gold m this conntiy and, 
as a natural corollary arrest the unhealthy dearness in 
pnces which a plentiful supply of Gold has caused and 
thus tend to simplify the labour problem and troubles m 
England. 

It may no doubt be true to a certain extent that owing 
to want of opportumty for mvestment or lack of attractive- 
ness or because of msuffiaent faith engendered by ccntuncs 
of pohtical unrest and upheaval, the people of India took 
to hoarding the precious metals and were at one tunc 
unwilling to disgorge their hoarded capitals Ignorance and 
indifferent means of communication also accounted for this 
tendencj The hoarding of money was quite common m 
England itself up to the tmddlc of tlic last centurj and in 
some parts of France tmd Russia the practice is sUll m force 
but none has for that reason c\ cr regarded Enghmd or 
France or Russia as countnes unfit for the introduction of a 
gold currency The habits of hoarding have now been 
greatly given up in India but the old prejudice has In this 
respect not j ct w om out in England On the contrary ci cry 
effort IS being made to make capital of it and to spread 
erroneous impressions among tlic people of Europe and 
America by portraying the people of this country in nil 
sorts of impossible colours • 

That Gold IS now extensively u.'ed for bonafidt cuncncy 
purposes would be endcat from the following nnimpeadi 
able official rmd representative non-official tcstiinoni 


H <■— «ur Hen.* n-wi m 

-Ih. rfsM vi ««•« t 

ft ^ jUr H I»f r* ** •• *■ 

* Tmi' W Kl X, J»» r V t* • * 
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{OFFICIAL), 

BUFMA. “Gold appears to have been used to some extent in financing /he 
rice trade m Kangoon, Bassem, Akynb and Henzada.” 

SOUTH INDIA, “The vhclo (92 lakhs) of tho sovereigns is reported by the 
Bank of Madras to have been issued to then’ branches at Aloppy and Coohm. Gold 
has passed freely mto circulation m Travancoro and its volume is moreasmg.” 

UNITED PItOVINCES “Tlioro was a considerable morease m the gross 
receipts and issues of sovereigns dunng tho year, and much of tho gold com issued 
came back mto tho Treasunos. In some districts sovereigns were received with 
revenue collections, provmg tho use of Gold os currency by the agncultural popul- 
ation." 

BOMBAY PBESIDENCY. “Tho circulation of sovereigns is steadily m- 
creasmg Tho com is becommg more famihar to the people and is being used for 
tho purpose of crops at up countiy places to a larger extent than before. 
Apparently gold is replacmg rupees m connection with trade remittances.” 

THE PUNJAB "{Amhala) Tho use of Gold among aU classes may now be 
considered general {Oiijramtxila) — ^Thoro has been a very marked morease m the 
use of sovereigns by the people of this disfnot. (Otirdaspore). There is no doubt 
that tho circulation of tho sovereigns is considerably larger than it was m the past. 
This IS true of tho villago bazar os of tho urban market. {Hoshiarpore). Gold is 
generally tendered m tho Bazar, when makmg large payments (JJiang) Messrs. 
Ralh Brothers do not accept Gold, other European Firms and Indian Finns prefer 
Gold. The people prefer Gold because it is less troublesome than silver money. 
{Lyalpore) Among tho agricultural classes, sovereigns are popular and m constant 
circulation. {Midlan) A considerable portion of Gold is m circulation and daily 
transactions m big villages and towns are earned out m gold to some extent {Shah' 
pore) About three-fifth of tho Gold issued from the Treasury is m ouroulation as 
currenoy". 

Further extract from the Paper Currency Report — ^All the Treasuiy Officers 
“m the Bombay Presidency report that Gold is not being hoarded or melted now 
“to the same extent as before 

“The latest estimate of the number of Rupees in circulation is 180 orores. 
“and the figures for Gold .... may be taken to be 60 orores 
‘'The growth of tho circulation of Silver has not kept pace with the growth of 
“oimuktion of Gold ” 

{NON-OFFICIAL). 

The Karachi Chamber of Commerce . — “Sovereigns axe now more popular and 
more widely used as currency than ever before. There is every mdioation that the 
peoples of Smd and the Punjab are appreciating the advantages of gold coins, 
and that the populanty of sovereigns is likely largely to morease”. 

The Punjab Chamber of Commerce, Delhi — “Sovereigns are becommg popular 
and their oiroulatioa is moreasmg. They are accepted as legal tender m the bazars, 
and this may bo attnbutod to the mtelhgence of the people.” 
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ri 3 Nofiojiai ami 1/ Iik!ki, W^—‘‘Smnlgia. ire repHIj’ >«vinf the phre 
of Topeoi tlUDUgboDt tbi Pnnjtb*^ 

Tif OKjrtard Oml qf India, AualnJia and CJino.— "Xlte lOT Crd^ Ii ncnr 
fimjy otabjubed in popnlaiity for cotieacy porposci’’ 

TAi f^fli qf Baiffai (Delhi md Lahore}. — **TIie daQ^ tranaactloni m lor 
ereigni are growing mder.” 

The whole Indian sitnabon is correctly summed up 
in the report issued on 30 th July, xgi 2 by the Commissioner 
of Paper Currency I^hore, m the following marmer * 

The repBei oonttitate a iatge more of oridcnce whlds b ahncat tmanimons 
In deoiaiing that the popniaritp of iha aoT ai fgp aa crnTtnoy h grrolfr on the In* 
CTcaac, and that there ia practically 00 part of the Punjab OT the Frontier Prorinre 
irbere It ii not eagerly aonght after and accepted. 

The reports that are put mto arcnlation by some 
interested financiers and bullion dealers of London as to 
the propensities of the Indian people to dram the world s 
stocks of Gold for burying underneath the Indian soil arc 
nothmg but absurd misrepresentations of normal and 
naturally sound and rational condition of things Some 
of the European wnters hare been so far earned awaj by 
such misleading \ ersions os to go to the length of solemn]) 
putting it forward that the world ought to combine to pre- 
vent India from reccivmg payment m Gold for the goods 
which foreign nations buy from her Craziness could 
hardly go further 1 Evciy countrj' in the uorld is at 
liberty to keep tmd retain all the Gold she can afford to 
bu), but f poor India — uhicli has no loice in the comit) 
of independent nations except through her Rulers and in 
the determination of uhosc financinl polic) what tlic Hon - 
ble Jlr M De. P ebb describes ns a secret committee 
‘‘of London Cnanaers whose own interests arc of rcccsiity 
‘ frequent!) opposed to the interests of India * play an 
important part — wishes to organise her currtnc) fl'stem 
on Uie sound and all Uic world-o\cr-cur ent po'J 
then beaten and earth arc moted to jirctent her from at 
tempting to reform her monctar) s)'stcm 
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That the habits of the people of India in respect of 
the nse of gold coins are not radically different from those 
of the people in other parts of the world, and that Gold 
IS now actually used on a large scale for genuine 
currency purposes is testified to by no less an authority 
on Indian Fmance and Currency than Mr Tionel Abra- 
hams, C B., Permanent Assistant Secretary of State for 
India Examined before the Royal Commission on Indian 
Fmance and Currency, on 6th June, 1913, he stated . 

My own opinion is that on the whole it is a good thing that India should have 
a gold currency . . ... It is a ounous fact that 

many people who have to use money m the course of their busmess have an ex- 
traordmary affection for the use of gold money, and I think that the people m 
India, like people elsewhere, if they want gold money and can pay for it m produce 
or can acquire it honestly should have the opportumty of acquiring it. Indeed it 
IS mevitable , you cannot prevent people from havmg Gold if they want it. 

Mr. Eiond Abrahams put forward a statement showing 
that m the Government Treasunes throughout India, 
there was an enormous transaction in gold coins of late 
years The actual figures being : — 

1909-10 1910-11 1911-12 1912-13 

GoiyD SotmREiONS (in Crorrs of Ruprrs) 

Received by Govem- 


ment from Importers 

10.71 

11.44 

25-58 

25.41 

Receipts from General 
Pubhc. 

1-34 

5-59 

10.30 

17.08 

Issued from Govern- 
ment Treasunes to 
pubhc. 

2.53 

16.61 

21.92 

32.72 


Commenting on these figures he said. 


That shows that there is a very considerable flow of sovereigns both out of 
the Treasunes and Reserves mto the possession of the pubho and m the other 
direction. These figures, therefore, mdicate a very considerable use of sovereigns 
as currency ......... I think, it is 

convement, India bemg placed as it is, and the tastes of the people 
of India for the use of Gold being what they are, that Gold should curoulate as 
actual currency. 
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The Trae Remedy 

What India now aims at is to model her monetaiy 
system on the hnes of the monetary system of England. 
The present monetary system of England is the growth of 
centuries of experiments and failures and has now attamed 
a state of perfection and faultlessness uanvalled m any 
other country of the world. The system of England has 
behmd it 500 years of trials, vicissitudes scientific mvcs- 
tigations and the unanimous arguments of the worlds 
greatest economists and financiers it has been copied, 
with perhaps some shght modifications of detail, by 
one after another avihsed nation of the world. \\Tien 
other mdependent nations come to England for mutating 
her monetary system, why should India a dependcnc> of 
that great and brilhant Nation be deprived of the bene- 
fits of England s experience and wisdom. The respon- 
sibihty of the organisation of the Indian monetary system 
so as to bring it in harmony with those of other anliscd 
nations rests on the English Government itself, and the 
longer the reform is delayed the more difficult and more 
complex the problem becomes and the more cxpensii’c 
but not the less inevitable, will the reform be in tlic 
end 


One country after another has abandoned Silver cur- 
rency, so that now not a single ci' iliscd nation giics Silixr 
the place of honour m her currency system Acting on the 
advice of her economists, England abandoned tins form o 
currency o\-cr a hundred years ago, but despite its pea 
fall, sihcr is yet saddled on the Indian people with all tlic 
pertinacity of the Jliddic Ages. 


India’s commercial and cconom c condition cann 
adcfiuatcly improw; itself — nor can India tike up 
place amidst the nat ons of the world— if she n ep 1 
down with antiquated and out-of ditc theories o 
rcncy and nibitniy notions of State raiuaqemec am 
control in this respect 
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The least that the Govermnent of India and His 
Majesty’s advisers in England conld now do to repair the 
enormous injustice done to India, is to undo the errors 
made by their predecessors-in-office in forcing a Silver 
Currency on her , and to restore a genmne Gold Currency 
by the opemng of Indian Mints to the unrestricted coinage 
of Gold. This can be done with great facihty, and without 
incurring any expenditure worth the name, if the Govern- 
ment will only show a resolute wdl and firm determina- 
tion. There can be no monetary peace in India unless and 
until this reform is accomphshed. Equipped with a sound 
and genuine form of modem gold currency, and with 
Open, Flee, Gold Mints, India will be a source of great 
financial strength to England and to the British Empire 
at large. 


CHAPTER III 

Indian Mints and the Free Coinage of Gold 

There U oow aoreal •teoderd of mlae aod no antomaUc 
process certainly no effective aotoma tie process, of retmlat- 
ln( thecturency I think this may be exeeedlnely dinceroat 
to the Intereata of any conotry and I do not believe that 
any aovemment In lo larj^ a coantry at India Is wise enonch 
or has Information enoagh to enable It to re^tilate the carr* 
ency There oarht to be some antomatle process whereby 
If a demand comes forcarrency It can be supplied ladepea 
dently of the will of the Qovemment. The 

principle would be that the holder of Qold most have the 
ritht to {TO to the Indian Allot and have the Qold converted 
Into what would be a current coin which would be letal 
teBder€“£'r/rtfrti from *tid4t%c» of tht Eertof Northhrooi Er 
Vietrof of Indie b4for* th* Indian CamnefCoauRittn of 1898 99 

What Is a AUnt ? 

A Mint IS descnbed by Mr Webb as "a Government 
“manofactory at which the precious metals arc tested, cut 
Into pieces of convenient sire for monetary purposes 
and stamped with a Government mark. The object is 
"to enable the public to sec at a glance that the precious 
"metal m orculation as money is of good quahty and pro 
"per weight.” 

Mr E Rigg CB ISO Superintendent of the Royal 
Mmt Tower HiU is stated to have given the following 
description of the work performed by the Open, Gold ifint 
m London — 

(1) The free coinage of gold presented bj the 
pubhc for conversfon into full value legal 
tender money 

(2) The coinage and issue of token Silver and 
Bronze coins as thc> may be rpiuircd from 
bullion purchased speciaH> for that purpose 
b\ llic Untisfi Government 

(3) The execution of co nagev required b> som' 
of Bntams Colonies and Dep^Jenaes ani 
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(4) The manufacture of Naval, Military, and 
other medals ; and miscellaneous duties. 

The functions included m paragraphs (2), (3) and (4) 
are already discharged by the Government Mmts in Cal- 
cutta and Bombay. 

1899. 

Recommendations of the Fowler's Committee. 

With a view to the establishment of a gold currency 
in India, the Indian Currency Committee of 1898-99, made 
the foUowmg recommendations — 

We are in favour of making the Bntish Sovereign a legal tender and a ourrent 
com m India We also consider that, at the same time, the Indian Mints should be 
thrown open to the unrestricted 00 mage of gold on terms and oonditions such as 
govern the three Austrahan branches of the Royal Min t The result would be 
lhat, under identical conditions, the Sovereign would be corned and would circu- 
late both at Home and m India Lookmg forward as we do to the effective esta- 
blishment m India of a Gold Standard and Currency based on the prmoiples of the 
free m-flow and out-flow of gold, we recommend these measures for adoption. 

The recommendations of the aforesaid Committee in 
respect of the declaration of the Bntish Sovereign as legal 
tender m India were duly given effect to by the passing 
of Act XXII of 1899, which provided that " Gold coins, 
“whether coined at Her Majesty's Royal Mmt m Bngland, 
“or at any Mint estabhshed in pursuance of a Proclama- 
“tion of Her Majesty as a branch of Her Majesty's Royal 
“Mmt, shall be a legal tender in payment or on account 
“at the rate of fifteen rupees for one Sovereign". 

In regard to the throwing open of the Indian Mints 
to the unrestricted comage of gold corns. Sir Chnton 
Dawkins announced m the Imperial I^egislative Council 
of India, m March 1900 . 

It has been decided to constitute a branch of the Royal Mint for the coinage 
of Gold. The terms of the proolamation to be issued under the Impenal Oomago 
Act have been settled, and we are now merely awaitmg until the Royal Mmt has 
safaafied itself as regards the mmt premises and apphances at Bombay . 

. The gold from the Mysore mmes is, mdeed, already reaching us m anticipa- 
tion of comage, and we count upon receiving an annual movement to our stock of 
GJold fr im one and a half to two imlhons from this source *. 

• In 1912, the output Irom the Mysore gold mines was worth £2,168,271. 

7 
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The Government of India showed no hesitabon m 
tafang the initial steps necessary for the establuhment of 
a Gold Mint m India. Sir Chnton Dawkms was so 
enthusiastic over the proposal and sanguine about its 
success that he went so fiir as to declare, on behalf of 
Government that *India has at length emerged from a 
"period of transibon m her currency has reached the 
"goal to which she has been struggling for years —has 
"established a Gold Standard and a Gold Currency” — 
(March, igoo) 

iSqp — ipoa 
Tr«unry a Opposition 

The proclamation referred to has never been issued. 
What appears to have actually happened was that tlie 
Government of India and the Secretary of State matured 
among themselves a scheme, and the terms of the procla 
mabon to be issued, for thromng open the Indian Mints 
to the free coinage of gold. The London money market 
had never favoured the idea of the grant of opportumbes 
for gold coinage m India as it was feared that smcc the 
balance of trade with Bnbun is almost always in faTOiir of 
India, fncihbes of coming gold m the countiy would act 
os a powerful incenbvc for the importnbon of gold bulhon 
mto rliis countiy and as the stocks of gold reserves in 
England are already very low, this drain would ndv ersely 
affect the finanaal stability and credit of the English 
nabon abroad. The Indian Government at Home and 
m this Country, were not — to be fair to them — deterred 
by these considcrabons. But the Treasury auUionties 
jnclding to the influence of the I.ondon Bankers nil ed a 
"succession of tcchmcal diflicuUics in a spirit of scarcely 
‘ veiled hosbhty to the whole proposal The Gov ernment of 
India remamed firm in their determinabon and sought to 
meet every objeebon raised by the Treasury At one 
bme difflculty was created on the quesbon of diquTdng 
with the charge for coinage Tins was in due couiic di» 
posed of At another, the suitalnhly o' the Mint huilJ 
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ing';. appliances and slaft at Bombay were made Uic object 
oi serious criticism by tbe Treasury. These matters, too, 
were adjusted Then, a conference appears to have been 
held ui May, jooi. between the J)cputy Master of the Ro3'al 
Mmt and an oJneer of the Government of India, at wliich a 
plan was agieed upon Tins sclicmc was submitted to 
the Trcasur.v for their formal approval. 

"At this point in the negotiations." — Says Professor 
John Maynard Kenyes in Ins most excellent w'ork on "Indian 
"Currency and hhnance" (Professoi Keynes is a member of 
tlic Royal Commission apjiomtcd to investigate and report 
on the whole matter of Indian Finance and CurrenejJ — 
"the natural in^^Uncts of (he Treasun,’^ oflicials became 
"uncontrollable, and respect for the independence of tbe 
"India Ofnee liad to be abandoned Tlicir first line of 
"defence in I lie form of technical difricullies having been 
"overcome, they fell back upon open argument as to the 
"wisdom from the Indian point of view of the whole 
"project." 

Tiic controversy culminated in the following terse 
expression of opinion by the Treasury" . — 

Wlulo expre^Mne Uiojr "'♦nf-ictifm (hit nn n"ro<;incnt hn hoon roAohed, my 
I/inls think It dr inbl", h"^orxi pmc’icil nru tiKcn to cirr>’ out tho echemo, 
to invit‘d Lo-'d G'-or^o Hftniiltjn to rtniru the nrgmncriti ongmnlly nd\nncod m 
ffliour of thf cymt,e of the* i^n in Indn, nnd to roii'iidpr whether tho courso 
of c\cnti, in t!ie twu^ein \\lncli lu\c rlip-'nl since tho proposal was made, has not 
tended to dimtnidi their force, and to rxndor such nd\ nntagci as nro likely to nccrao 
from the c^lahlL^hmcnt of a branch mint whollj incommensurate tnth tho expenses 
to be incurred. . 

The Gold Standa'd n now finnlj edabh'lied, nnd the public requires no proof 
of tho intention of tho Indian Government not to go back on thoir pohoy, which is 
licjond controversj. Sovereigns ere rcidil}' attracted to India when roqmrcd 
under cxistmg condition^. . 

On tho other hand, tfio estimates of tho Goromraent of India of gold avail- 
able for comago m lint countr>’ are less than was anlieipated, nor is any consider- 
able incmso expected, at anj rate for uomctirao ..... Tho 
filatl would hav'o to bo maintained m idleness for a large part of tho year at consider- 
able cost to the Indian llxchcqucr. It is of 

courso for Lord George Hamilton to decide whether, in quto of these objections, 
tho Echeme is to bo proceeded with. 

In reply to the above, the India Office said : 

The establishment of a mint for tho comago of gold m India w tho oloarcsfc 
outward sign that can be givoa of tho consummation of tho now ourronoy ^atem , 
and to abandon tho proposal now must attract attention and provoke ontioism 
and unrest. .... His Lordfihip is not molmed to abandon 

the Echem^i at tho stage which is notv reachtjd. 
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He Govennnent of India showed no hesitation m 
taking the initial steps necessary for the establishment of 
a Gold Mint in India, Sir Clinton Dawkins was so 
enthusiastic over the proposal and sanguine about its 
success that he went so far as to declare, on beball of 
Government that "India has at length emerged from a 
"period of transition m her currency, has reached the 
"goal to which she has been struggling for years —has 
"established a Gold Standard and a Gold Cunemy” — 
(March, 1900) 

iSpp — igo3 
Treasury s Opposlllon 

The proclamation referred to has never been issued. 
What appears to have actually happened was that the 
Government of India and the Secret^ of State matured 
among themselves a scheme, and the terms of the procla 
mation to be issued, for throwing open the Indian ilmts 
to the free coinage of gold. The London money market 
had never favoured the idea of the grant of opportumbcs 
for gold coinage in India as it was feared that sinec the 
balance of trade with Bri tain is almost alwn>’3 m faiour of 
India, faohties of m ining gold in the country would net 
as a powerful incentive for the importation of gold bullion 
into this country and, us the stocks of gold rcsenes in 
England are already very low, this drain would adi’ctsclj 
affect the finanaol stabUitj and credit of the English 
nabon abroad. The Indian Goremment at Home and 
in this Country, were not — to be fair to them — deterred 
by these considcrabons. But the Treasury nuthonbes 
yielding to the mflucnccof the London Bankers raised a 
"succession of techmeal difficulbes in n spirit of fcireely 
"\cilcdho3bhty to the whole proposal ThcGoiemmcnlol 
India remained firm in their detenmnabon and sought to 
meet every objeebon raised bj the Treasury At one 
bme difficulty was created on the question of di\iendng 
mill the charge for coinage This was m due course *hs 
posed of At another, the suitability of the Mint budl 
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ings, appliauces and stnft* at Bombay were made the object 
of serious criticism by Uic Treasurj'. Tiiese matters, too, 
were adjusted. Tlicn, a conference appears to have been 
held m May, 1901, between tlic Deputy Master of the Roj^al 
Mint and an oHiccr of tiie Government of India, at which a 
plan was agreed upon Tliis scheme was submitted to 
the Treasur}^ for their formal approval 

"At this point in the negotiations," — Sa3^s Professor 
John Majmard Kenyes in ins most excellent work on "Indian 
"Currency and Finance" (Profcssoi Keynes is a member of 
the Royal Commission appointed to investigate and report 
on tlic whole matter of Indian Finance and Currency) — 
"the natural instincts of tlic Treasur}’’ ofiicials became 
"uncontrollable, and respect foi the independence of the 
"India Office had to be abandoned. Their first line of 
"defence in the form of technical difficulties having been 
"overcome, they fell back upon open argument as to the 
"wnsdom from the Indian point of \uew of the whole 
"project." 

The controversy culminated in the following terse 
expression of opinion by the Trcasur>' ’ — 

Wlulo cxprOT'^mg their siti hcfion tint nn ngrooniont ll^'l boon renohod, my 
Lords dunk it dcninblo, before praottcol steps nro fnl.cn to cnrrj* out the hcliemo, 
to invito Lord George Hnmilton to review (ho arguments ongumllj' nd\ftncod in 
favour of tho coinngo of the .Soicrcign in indn, nnd to coasidcr whether tho courso 
of c\ent=, in the two years uhtc!) ln\o elapsed since tho proposal wns made, Ima not 
tended to dimmish their force, nnd to render such ndvnntngcs os nro hicclj to nccruo 
from the establishment of n bmncli mint wholly incommcnsiimto with flio cvponsa 
to bo incurred. ... ... 

The Gold Standn-d is now firmly c>tabli died, nnd t!io public requires no proof 
of the intention of tho Indian Gosernraent not to go back on thoir pohoj', which is 
beyond controversj*. Sovereigns nro rcndilj nltraotcd to India when required 
under C'ostmg conditioas, . . . . . 

On tho other hand, tho csliiuntcs of tho Govomraont of India of gold avail- 
able for comago in that country nro less than was anticipated, nor is any considor- 

nblo increase expected, at any rate for sometime Tho 

Btaff would have to bo maintained in idleness for n largo part of the year at consider- 
able cost to tho Indian Exchequer It is of 

course for Lord George Hamilton to decide whether, m spite of these objections, 
tho scheme xs to bo proceeded with. 

In reply to the above, the India Office said : 

The establishment of a mint for tho comago of gold m India is the clearest 
outward sign that can be givoa of tho consummation of tho now ourronoy system • 
and to abandon tho proposal now must attract attention and provoke ontioism^ 
and unrest ... . His Lordship is not mohned to abandon 

thb Bch6'nib at the stage whioh is now reached. 
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The Board of Treasury getting hot-tempered m the 
duel, sent tho-foUowing astounding answer — 

Todfui cmrenoy needs ire prorided Iram other ecnrccs and there b no rtat 
demsnd for the lo^ coinage of eorere^ns. My Lonb cannot bcUeTe that 
the poe it lon of the Gold Standard in India iriH bo atrcngthcncd. or pnbUo ccnfl 
d e n oe la the Intentions of the Goremment condnned, by for 

obtaining goH coins which b neither demanded not required by the mercantile 
conmnmlty t while on the other hand, the failure or only partbl sxtcctei of a Gold 
Mint WDOld undoubtedly be podntcd to by the opponents of the Gold Standard 
polk^ although wlthotrt jcstlilcatlon, os oridenco of the breehdown of that poCcy 
The large measure of confidence already estabEsbed Is vtilSdeDUy indicated by tbe 
comae of exchange, linoe the Oanunltleea lleport and itiH mote hj tbe rcodincai 
with which gold has been ahlpped to India. Thb confidence b, la tbe opinion of 
tbit Board, much more Gkely to be pot in Jeopardy by euch a result, of which tbe 
danger b by no means remote, than by the frank abandonment of one of the do 
ta£b of tbe poQc^ recommended by the Tndj^m Carrenoj CbmmKtce whkh ex 
perleooe has tbown to be onnecessary * 

It need scarcely be menboned in raen of what has 
been wntten before and of subsequent c\-ents in tlic lustorj 
of the monetary growth and rcqmrements of India, Uiat 
the above theories were fallacious and unsound. But it 
had the mtended effect w th the India Office m \ anqiiishing 
— or, may be misleading — the Secretary of State for India 


The Gold hlmmg Compames of Jlysorc got ucivous 
at the delay occasioned by the Treasury s hostile attitude 
vnth regard to this quesUon and dcspainng of c\ cr coming 
to satisfactory arrangements with the Goicrnment of 
India for the conrersion of their gold into money at the 
Bombay Mints reluctantly entered into agreements mlh 
the London hulhon dealers for (he disposal of their pro 
dnets m England. 

Tlie news of these agreements proved if I may use a 
metaphor thclaststnm on thecamcfsbacL rncedby such 
o\er whdniiDg odds tlie Gorernment of India became to 
billy despondent of tlicir success Tlie iron mil of tlic 
Treasury prey ailed To coyer their submission mth a 
shoiy of good grace the Coyemment of India gayc the 
following c-cplinabon of the change in its yarns m n tin 
patcli nddres-sed to the Secretary of Sbitc for Indci m 
Eccember 1902 — 
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We have now aacertamed that the ohicf mining compames have made arrange- 
ments, with which they are at present satisfied, for the regular sale of their gold in 
London, and we are doubtful whether any terms that we could oSer with a due 
regard to our own mtei eats would induce them at an early date to alter those arrange- 
ments and to bnng their gold to the Mint m Bombay In the absence, therefore, 
of an assurance that a steady and permanent supply of gold of local production 
would be available for coinage m this country, we prefer to drop the scheme for the 
present, leaving its revival to the existence or revival of conditions which cannot 
at present be foreseen 

The Secretary of State saw the helplessness of the 
situation and accorded sanction to the project being post- 
poned — (February, 6, 1903). 

In abandoning the scheme in the above manner, the 
Indian Government — it need hardly be said — showed consi- 
derable weakness in their position, for there was absolutely 
no necessity to get an assurance of a steady supply of gold 
from the Indian Gold Mimng Compames, or from any other 
gold owner for the matter of that, as a condition precedent 
to the estabhshment of a Gold Mint m India. The mere 
-fact that England’s trade with India results, almost in 
every year, in a substantial balance in India’s favour was — 
and will alw^ays remain — the strongest guarantee that 
gold wih be imported into India, unless the India Office 
dehberately and of set pm-pose prevents it, as it has per- 
sistently done of late, by the transference of the bulk of 
India’s cash balances and reserves to England The gold pro- 
duced in England is, I beheve, a most neghgible quantity and 
yet the absence of a sufficient local supply of the precious 
metal has never been advanced as a plea for suspendmg 
the coinage of f.old in the Royal Mint of Eondon, on the 
mamtenance of which, m first class order, the Enghsh 
Exchequer spends large sums of money every year. It 
would be just as fair to transfer the Eondon Mint with all 
its officers and staff to, say. Cape Town — ^m order to coin 
the South African gold into coins on the spot — as to plead 
that India should be deprived of the convenience of a Gold 
Mint because a regular and adequate local supply of gold 
could not, in consequence of Government’s own dilatoriness 
and indecision, be assured for a particular space of time 
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The Government of India in having been ohhged to 
drop the scheme, under the weight of eitraneous pressure, 
seem to have felt the awkwardness of their situation to 
such an extent that no pubhc explanation was given in 
‘India of this sudden recession from what has hitherto 
been regarded as an essential feature of the currenc> 
‘pohcy inaugurated m 1893 and d efini tely established on 
"the recommendations of the Cnrrency Committee of 1898' 
(Extract from a letter dated 16th May 1912 from the 
Government of India to the Secretary of State) 

ipf I 

Sir Vlthaldass Thackersey* Resolution 
The graceful reference by Sir James Meston, then 
Financial Secretary to the Government m the coarse of 
his speech m the Budget debate m 1910, with regard to 
the Gold Currency pohcy of the Government of India, 
ngam kmdled hopes m the hearts of the Indian people and 
pubhc enthusiasm and vigour was roused. 

A discussion was raised m the Imperial Legislative 
Couned m consequence of Sir 'Wthaldass Thackersc} s 
speech, in March 1911 m support of the issue of on Indian 
gold com from one of the Indian Mints A j-car later on 
22nd March 1912 Sir Vithaldass moved a resolution that 
■ thU Counal recommends to the Gov cmor-Hcncml in 
' Couned that the Indian Mints be now thrown open to the 
free coinage of gold in coins of suitable denominabons 
In his repl) on behalf of tlic Government of India 
Sir Gu> riectwood Wilson Finance Member had to admit 
that no subject of a purclj financial diameter Iiad in liu 
time attracted so much attention and supjwrt (which f< 
a positive proof of the hvd> interest taken bj the pubhc 
in the rc-opemng of the Indian Mints ) The Government 
had gone thoroughlj into the subject and were of opinion 
that there had been such a change of coaditionv (wice 
1902) as full} just Ced the rcvuving of the queahos It wa» 
true that the Gov cTimcnt got no good of Indian p odcc*ioa 
but that was sinipl} becau-e th»v could do notlJci with ft 
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if it was offered to them. The currency system of the 
country had been through the fiery tnal of 1907-08, and 
the need for strengthemng their gold holdings had been 
brought home to them The currency habits of the people 
were changing. Gold was being more freely taken in 
payment for agricultural produce. Sir Guy instanced the 
rapid increase in the circulation of currency notes, specially 
since the notes of the lower denominations were made 
universal, which went far to indicate that the people were 
ready for a handier form of currency than Silver and for a 
higher unit than the Rupee. 

He spoke about the misrepresentations that had been* 
made in respect of the proposal. It had been suggested, 
for example, that the scheme contemplated a large loan for 
the purchase of gold, coins whereof would be forced upon 
an unwilling people on an enormous scale, thereby produc- 
ing a serious fall m the value of silver and considerable 
hardship to the poorer classes. Another suggestion was 
that between buying gold and paying interest on the com- 
age loans, the Government would be throwing away large 
sums of money which were reqinred for E)ducation and for 
the extension of Railways and Irrigation , taxation would 
be multiplied, the gold would disappear as soon as it was 
coined, and the exchange position would be as bad as ever, 

AU such suggestions were groundless and he sym- 
pathised with Sir Vithaldass in his warm repudiation of this 
description of his proposal, which was merely to open a 
Gold Mmt on a small scale, with a gold refinery attached 
to it, so that it may be able to handle either raw old 
from the mines, or ornaments and other alloys that may 
be offered 2 or conversion. There was no intention of 
borrowing, or of bu5ung gold, or of forcing it upon the people, 
or of coining a sm^le sovereign, except from uhisn which 
was brought to the mint voluntaiily for the purpose 

The Rinance Member also referred to the criticisms 
that had been made urgmg that the sovereign was an 
expensive coin; that the Government got no profits from it 
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such as they did from the rapee that they would have to 
bear the loss of wear and tear To this objection he re- 
marked he could not attach importance knowing as he did 
the comparatively sm a ll cost at which the gold currency 
of the Umted Kingdom was habihtated by the late lyord 
Goschen 

A further argument against the proposal was that the 
free coinage of gold m India would draw off a larger quan- 
tity of gold from the European markets than India ob 
tamed hitherto and that consequent!} business and trade 
would suffer m gold usmg countries This apprehension 
had set the whole of the mtercsts of the gold using coun 
tries against their proposal But it was doubtful whethei 
the proposal if carried out would have the effect of in 
cre asin g the aggregate quantity of gold of all sorts which 
came m the countn to adjust the balance of trade 


As agamst the above -uguments there were Sir Vithal 
dasss weighty considerations The coinige of gold in 
the country would enable huge quantities of bulhon winch 
were now in the countr} to be com ertcd into legal tender 
coins With greater familiarit} the sovccigns would 
pass more frecl} into acti\c arculation which would 
dimmish the pressure on the Gorenunent for the coinage 
of fresh rupees and simpUfj exchange difficulties 


On the assurance of the Goicmmcnt of India that tlic} 
would refer the proposal to the Seerctarj of State for sane 
bon Sir Withaldass withdrew his resolution. 


When the matter was referred to the Treas iiy oTiaali 
in England, the> again ntsed obswclci and ‘''C ''O 
"modest mexpenswe scheme of the Gavemm'-ntof Inin 
"was not rcaU> practicable The idea of the Ga\ cmm*a* 
was to let the staff of the Bo-nby Mm d> th: wo .. of 
coming Soveregns when thej wai. no' ci mn, in 
But the Treasurj m isted tint whatever m nt war ii« 1 h< 
STe imm'c of ^lereigns ma,t be unler the due ml 

of the Ttcasur} ilr EioncI Ibrahims \sia!.anl UnU 
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Secretary of State for India, in tiie course of Ms evidence 
before the Royal Commission on Indian Finance and Cur- 
rency, 1913, stated that even the proposal to put each 
officer of the Bombay Mint under two masters, namely, 
the Government of India for Rupee purposes and the 
Imperial Government in England for Sovereign purposes, 
did not meet with the acceptance of the Treasury As a 
way out of the difficulty, the Secretary of State then sug- 
gested to the Government of India the coinage at Bombay 
of a ten-rupee gold piece as onginaUy recommended by Sir 
. Vithaldass Thackersey. The Government of India have 
mdicated their preference to accept tMs proposal, but the 
whole mattei is left open, pending the recommendatiohs 
of the present Royal Commission. 

1913 - 

Fresh Evidence, 

A brief summary of the evidence given by a few wit- 
nesses before the Royal Commission on Indian Currency and 
Finance, wMch held its sittings m England m 1913, on 
the advantages of re-openmg of the Indian Mmts, would 
I beheve, be found mterestmg and indicate the trend of 
pubhc opinion on tMs question 

Mr Bhupendra Nath Mitra, M A , C.I.E., Assistant 
Secretary and Budget Officer in the Finance Department 
of the Government of India, stated m the course of his 
examination by the Right Hon’ble Mr. Austen Chamberlam, 
M P , Chairman of the Commission — 

I think m3^elf that we ought to have a Gold Mint. The mam reason is that we 
ought to have some means of coming a gold com m India. It would help us m the 
mamtenance of the Gkild Exchange Standard to have a larger circulation of gold m 
India, and though it is true that we get our requirements by the import of sovereigns 
mto the country, a Gold Mint m India would mdicate to the pubhc at large that 
Government was certainly earnest m its endeavour to foster gold circulation 
m the country. It would also attract to the Mint the amoxmt of gold produced m 
the country itself, and this amount would be turned mto sovereigns there. 

I think some years ago — ^I have not the exact yearismymmd — the Govern- 
ment of India withdrew its proposal for the opening of a mint at that moment be- 
cause they found that aU the gold produced m the Indian mmes was under con- 
tract of sale to London. Do you know whether that condition of things no longer 

8 
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erirta !— 1 , 0 , 1 cooH not my aBytUng drfmlto co U» point Irat It mom to im 
that, onco wo open tho mint tio cootiaat la bonod to bo tmntaatcd, and m, irill 
get that gold in oar mints. 

la that neccManlj bo ? I prcacmo that the mines havo bcoTy tnnittancea to 
make to Loodem ; their thnrcholdcri are in LoDdon- linjit cot paj them lorrmJt 
their gold direct to Loedon and tender it hero T— It may be to. Bat tbev c<rald 
orrnnge for there rmittaneea eoafly by tenderms tho gold in India end getUr^ 
P^ment against It in 'Fn gbinft throngh 

Would yoc pTuposo to charge any icignicinigo on gold coinage ? — No, nothing. 
01 oouTBo, wo iboold havo to charge remething for refining tho gold, but nothing 
In tbo tho iniy of oelgnloragc. 

I>5 you think, apart from tho goH produced in mines much gold would bo 
brought out of boarda In conscqtienco of tho opening of a mint t— It mar not be 
immediately but It ia poadblo that at times of atringrney daring perioJf of famine 
after tho coxmtry haa boen aaturatod with gold, gokl ornamenU will coiuo out ftim 
hoorda and bo aent to tho mint for coinage 


Mr James N Graham representing the Bombaj Cham 
ber of Commerce asked tf Ins reasons for fa\ounng the 
opening of a mmt m India, Trcrc scntuncntal ratber than 
practical repudiated tho dca and said Uiat he did not 
admit that they were sentimental but because be thought 
it was a matter of public convenience that an) one who 
had gold bulhon in any shape might go to the mint and 
get it coined 

In vacu of the valuable 'cnaccs rendered bj tlic Hon 
ournb’c Jlontagu De P Webb C I T President of the 
Karachi Clumibcr of Commerce to the cause of Gold Cur 
renca and his learned and forcible untings on the subject 
his caadenco carries a particular importance and charm 
about it I luiae tlicrcforc siibiomed it »« rr/rnio at the 
end of tilts treatise as Appendix H In the course of Ida 
oral examination Mr Webb fmthcr stated — 

WHl yfsj rtp Un to n,. wbil . Irs-il — j.tllnlli'.* t'*' 
Ciinl wiroll Irfinj to Imli. T — Oi si “S v" bi I 1 1 • II 1. I t 

norrramu in 11 .- I sitl tr~ » -'I Is r-s -Is. - t, I 

fv^tlil. tlsst rs-Ctj 1 *0 -Til »Is T St f.l -1 — ullMl.-sl 

.Is,!,- 1 *1. lS-Itsr.li sol a-rr -i- (.T I- ’ “ 

TJL tSs mt |S t I 1 t <1 ( ' j •>< r . -t ; I . I' 1 

It », 11 (• Is il « - 1 r-v s ’ - 1 1 s- 1 • s I J 

' tb.lt-li I ss ' tt IS* .ts"i 1 ,S- s r H' 

I t .„TTT*t-,, tS-S fsj, S.I t * t S' * I* r ( s. SS. t S -S 

r,-. .t<r i-at firsts It It % « .« tn t[s-stis- t 
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.\ri I i 1 im !r“' ! ' tin' ill ^ "']» rif i ' n n' p vf r.oiild lij’ doruc-l from 
}!p f 'cj j!v f< r r ' t’n , o! 1 \.liu'h 1 1 lui^r v\ Ttidn 7 —I li i( 1 1 <in>' of Uio ndvonl- 
r'*r > .... In (11111*^ of dnr nr jind ('mcrgonoy 

.t'.n.r 1 t 7 < *"1 n r’lPi i of Juro.'U' th- of flio j> 'opln in (In' limrd*? into 

ih' nn; roidh In {» t fi )inn T 5 1 1 1 tinK of iroiildn nintnl liT, Ijcon pro- 
di f d fa'm ho-nl , r 1 1 1 ibin^ nid r r^:(> r.t irn orcnr ngain 

Yoti prc'pr^*'* I t-\5 o »' tin n .'Int \on li-\\r • ^id tlid no rngnioriigc (should 
I 3 r'ol o X t’l’ ( .d I c '.n- I '-i t'o* 'lint * — C luds ny(. 

If,' I''-,. I -.jnl h ii'. 1 . ' \ la h \ >,iM to di'n\c ti (Imt >ou \^ould 

a * t’lc n O') '.'It o' pdd cn.n i.j i mitd ui 7 — Ihot uould l )0 one of tlio (tn- 
dc’ii ' 

I l> I n*r. o'* ( r n 1\ - it 3 — J**!'' -id I'lt i o' n tint tin' ro, inf rj* would lio 

Ti'tM ud*i mIji* I r'-'inl n 1 1 ( if il pi-t of if i mfi.ntnri tnenlmni' tii I rnfird 

tl r me nfni pi"t o' i' . c r.’',' I me 1i mo n lint it '•hoiild ln\e n mintntnlueh 

ni'i'i' > <■ 1 d 1 U'* r .15 -1 at til'' re jm it o.i of the public 

I n in* tog 1 1 \ ntN nt i our r i*o i wli*. tb dm '"'iilrd Am I right in think, 

ing tin* \ i.u c i > 1 ' it 1 Mt il t I n pr)p'~ ctiirLiici n tern tli it there (should be 

n geld r irrincv 7 — 'Ve 

\nd r 1* t‘» n I r irn nev tint there 'hojld In n gold mint ? — ^Yei, 

on the pit in Inin it ’f ... . It 

would (I) ■” ,u, in c i n ■> nn', i. it*i tin mm unit b\ the .Svrot ir\ of Sfntc of 

(he I'on.. pi Ln *1 V ' , in i*i -t t*) t.* would bo ilu i) i tin* mint it w Inch the public 

roildcojucrt tlnir gold into h . t! ten ler cuini in the event of the Secretary of 
Slab' taking mu rvetion of v incli (he public did not njiprovc It n n fnfeguard 
go to ''peak, mi mkhtio.nl '’ifegmrd, tint the p.'ople of fndi.i can on the spot 
ohlam their own momy on pre itnt ition of (he molil. 

Regarding then ai an additional safeguard of c\chan 20 , the sovereigns coined 
a the mint m\i5l be tvportcd, imiit ( Iici not ? — Not nccaasanly 

How would (iiov support c'cehangc without being exported? — Tlio actual 
support 13 not cxcrcihcd until the time comes for their exportation, but the fact 
that they cxi'^t and c.an be exported when needed, i3 a siiflicent practical support 
to exchange It calab'Lsbcs confidence 

Tint 13 to E.aj, if I tinder^tand jon rightly, the more gold you have in circula 
tion in India, the greater tlic reservoir on winch yon liavo to draw for the support of 
exchange in a lime of crisis ? — ^Yes , and if the tap to that reservoir is m your own 
possession and can be controlled by j ourself, you feel Pliil more confident 

m, H F Howard, C I F , I C S., for some time Se- 
cietary to the Goverument of India m the Finance Depart- 
ment, now Collector of Customs, Calcutta, stated ' — 

I am m favour of opomng a mmt m India for tho free oomogo of gold, . 

... I should prefer the sovereign to a special Indian com, snob as 
a 10-rupco picco I do not tlunlc that any seignorage should bo charged on 1 he 
comago of tho sovereigns Tho result of the imposition of such a ohargo, unloss 
it were purely nominal, would apparently bo to stultify tho action taken m openmg 
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^ Biint- It iMj bo that tho opcoing of • Buat 

•WTFtJd not directly or Inunedlatejy opcnte to incrow tb© dimlation U poli It 
appeflTB to me, however to bo anomalcmi that thoagh ffoid ii nor the rtaniiid 
metal of th© Indian Cnmncy gold bullion In Indlft can only b© coovertcd bto 
legal tender cnrretioy In India by being sent to FjTjriflnd (or Anttmlb) and there 
coined into »overdgns. It wotdd at preaent not even be pcwihlo, ahcrald cirmo' 
rtanoOB tiraw gold omamenta or bnlHon ont of boardj to rccon^ ut tbe*o fnlo 
atandard coini otherwise than by this pcrandabotit proccas. 

[Omny mmtned) —I think K £■ a duty which we ftho Govemment) owo to 
the pcbHa if they preaent bcIDan when wo have nominally a gold itaadard, 
that we abonld be prepared to oonvert that into coin. 

Mr Thomas Smith late \^ce-Presideot, Upper India 
Chamber of Commerce and Agent of the Allahabad Bwit 
Limited, Cawnpore — a gentleman of i8 j-ears expci lence 
in India — said On the nhole I fa\ our the opening of a 

‘ mint m India for the free coinage of gold I hehe i-c it 
'to be one step further m the development of our curr jtc} 
'system j do not 

approve a lo rupee gold com it would be little b gger 
than a half-sovereign and this com docs not find fi/oui • 

' m India The com to be mmted should be a sot feign 
"identical with the Bntish ^ 

bad^^aCSV'&MIhSfion of Mr Thomas Smith bj the 
Chainnan'’ of the Koj-al Commission is t eiy interesting 
It ret cals some of the stock arguments ndtanwl nrumH 
the extension of Gold Ciirrcna m India nnd indicates 
how through n maze of suggestions nnd nigiimcnts mi 
^^T,tniscs arc sought lo be led otcr (o support .he 

orthodox oITi^ u., cl 1.1. .. < 
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If for notes or rupees you substitute Gold in circulation, you automatioally 
stop tbo nccmmulations of the reserve of Gold ? — ^Tbe reserve of Gold must sufior 
in consequence if you are forcing Gold out, but I am not argumg that 

I tbinlc you put it to mo that tbo Government should remam neutral m this 
matter ? — ^Yes 

I am suggestmg to you that in tbo interests, not alone of the Government, 
but of tbo people of India, the mamtenanco of exchange bemg their first interest 
in your opinion, the Government should not bo neutral, but that it should 
encourage the circulation of notes wherever it can, rather than the cnoulation of 
Gold ? — Yes 

You SCO, perhaps, tbo hne of argument mdicated in my questions ? — ^Yea, 
I see it 

On the whole do you agree with mo, or do you differ ? — ^I should say that the 
balance hes m favour of developing the note circulation 

And keeping Gold m reserve rather than putting it mto circulation ? — ^Ex- 
actly I am not urgmg that the Government should force Gold but that it should 
bo optional, and if a man exiircsses a preference for Gold the Government should 
endeavour to meet it 

In the hght of those considerations, what is your reason for favourmg the 
opemng of a Gold Mmt ? — ^Tho masons aio very fully stated by the Government 
of India, and on the whole I thinli I agree with them 

Will you just give them to mo ? — ^Tho mam tbmg was, of course, that there 
might bo Gold which is absorbed now, or is hidden now but that might be con. 
verted. One never knows when that occasion might arise It would be there 
for that purpose , and there ore times when it might be more expedient to import 
bullion, and have it corned m India 

Put the case of some crisis foromg gold — bulhon — out of hoards or out of 
savings T suppose what you have m your mind is a famme which brmgs pressure 
on the mdividual and forces him to bnng out his savings to live upon ? — Yes. 

Tliat would be a small man with a small amount of bulhon, I suppose ? — Yes. 

The total might be large, but m each mdividual case it would be smafi ? — Yes. 

An mdmdual could not go direct to the Mmt to get his own httle store corned; 
he would sell it ns bulhon ? — ^Yes 

And it might pass perhaps through two or three hands before it reached the 
Mint ? — Yes 

Do you think, under those cironmstances, there wonJd be any real advantage 
to anybody m being able to take the bulhon to a Mmt m Bombay, rather than m 
sendmg it Home to be corned ? — ^There probably would be a balance of advantage 
m getting it done there instead of sendmg it Home to he corned. 

Where wou’d the sovereigns be wanted when they had been gofc ? The m- 
dividual who had brought out his little hoard would want rupees, would he not 7 — 
The sovereigns would remam with the Government 

When the bulhon had been taken to the Mint and corned mto sovereigns, 
what do yon suppose the man who had got the sovereigns would do with them, 
take them to the Government I think you said just now 7— Yes, 
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Hoy wDoJd get into tlie Oortmawat treasarics T— Yea. 

And from th® Goroninent trcasanos what would be the next ftep t WoaU 
they *top there nntil they wero wanted for the «anport of Exchange 7— Yet unlll 
they were wanted for the fnpport of Emhange. 

And when they were wanted for the ropport of Eiohango wbero wooU thay 
bo wanted 7 — Tbey would hare to go to Loadoa 

Would It not bo ^ujt aa wri] if the bol&cn ha d gees there at on^ ioatead of 
pawing through Bombay 1— Yes. 

Do you tHnk there Is any real adrantago In tha opening of a Hint to Gold 
In Bombay 7—1 do not «ay that It is going to do crciylhtng bot there b an e]e< 
meat in Its favour 

Kather of aentiment, pochaps, than of vtiy concrete adrantago 7— There Is 
a good deal of aeatiment In It yen. I say on the whole T favour It 

Mr William Bernard Hunter Secretary and Treasurer 
Bank of Madras examined said The mints arc closed 
'to silver, and I think it is reasonable that tlic holders of 
‘ preaous metal should be enabled to turn it into coin of 
the realm and in India especially nhat I reall> had in 
"mind is that in times of scaratj those that liad gold 
should he able to convert it rcadilj into com or the 
"equivalent 

Mr rC Lc 'Nfarchant a member of the Indian Currenej 
Commission of ibgS said that the Indian Currenej Com 
mission of iSgS attached importance to the opening of a 
mint m India for gold coinage because there M“ni no doubt 
' that if it (i r gold produced in India) had been niintcil 
"and remained as coinage m thecoimtrj alter a succession 
' of jears it would Iiaac become an appicaablc item I 
Oimk also tlicrc nas the idea that it fell m with the senti 
nicnts of tlie countrj I nm 

aware the op nion s he’d bj people of great Imlmn cx 
‘pcrcncc that mmUng a purcl' Indian gold co ii woj’d Ik- 
an advantage 

Tlie HonTik Sir Vocamlar McUoberl who ad li-ra 
rrcsidcnt of the Upper In Iia Chamber ot Om rieicv Ctwai 
liorc for nine V ears anJi<co-j-l c-i iP'o.'nl with Iivlia i 
premier Wool'cn Mills m D'lanwal an 1 Ciwn,sJ c ex 
pies^aM the following op non — 
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I am molincd to bcliovo that tlio advantages of opening a mint for tlio free 
coinage of sovereigns ivould justify the cost There is the (jiicstion of prestige as 
well as convenience. I would pomt out that the Indion mints, as now nm, make 
a profit of over £100,000 annual^ even when they are slack and oouung no now 
rupees from purchased silver * 

The Cement of the Empire. 

Enough has been wnlten to indicate that there is 
a large and growing volume of weU-infoiined, intelligent 
and most weight}?- and lespectable opinion — both official 
and non-offiaal , European and Native Indian — ^warmly- 
advocating the throwing open of the Indian mints to the 
umestricted coinage of gold And by reason of its world- 
wide use and interchangeability as well as the popularity 
already attained by it among all classes of the Indian popu- 
lation , and as felicitously described by Sir Shapurji Broa- 
cha in a metaphor, — owing to its being "the cement of the 
. Empire” — ^the balance of opinion is in favour of the comage 
of British Sovereign as the standard coin of India, It 
would appeal equally to the patriotic sentiments of ah 
sections of His Imperial Majesty’s subject and may serve 
as a hnk of umon binding the domimons of the King- 
Emperoi lying scattered all over the globe 


If the objections of the Board of Treasury, to which a 
reference has already been made, be really insuperable 
and if, indeed, the red-tapism of the Treasury is so rigid 
that they cannot see their way to make any concession ' 
to the wishes of the vast Indian population, — compnsing 
the largest and the most important section of the Eling’s 
domimons — ^then a distinctively Indian com of the same 
weight, fineness and size as the British Sovereign may be 
coined, to ensure its interchangeability m course of time. 

The size, eqmpment and details of control of the 
managemnet of the Mmts are, of course, matteis which 
the Government of India would thresh out and settle them- 


.. * course of hla oral esramlnatlon, sir Alexander McEobert Bald "My own oractlca 

legal tender,*^ has been to pay aU wages In gold m for 
Vould go, tMt Is so 10 ^ as we could get gold For ab6ut three y^ rro coSd not 
“get gold— about 1907-8 9— hut when we can get gold we Invariablv u 
“wages I ttok on the whole It Is (an advantage tharthey should mo gold1«currencvl ^ 
“more po^ble, It Is easier hidden away, and after aU It Is the standardly vafoe ^nihnnftnn 
‘ ‘world The ordinary native— I am speafiing now of the small man the wnrVmoir® ^ 

“notes mnoh. It Is metallic onrrency tothe believes in ” ■ the workman— does not handle 
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selves ivith the Home Government. But m view of the 
growing importance of Ddhi as an Imperial centre of the 
Empire, and of its being withm equal reach of all the 
remote parts of India I think it would probably be 
preferable to locate the New Gold Mint m Delhi It has 
I beheve been already decided by the Gmcmment of 
India that m the event of a gold mint being opened no 
seignorage wiU be charged To do so would be to stultifj 
the whole scheme 


1881 1913 

The Alysore Gold Alines 

The steady and sohd improi ements made bj the Gold 
Mmts of Mysore thanks to the warm encouragement and 
generous support of the enlightened Ruler of tliat model 
Indian Nabve State renders the adoption of tlus scheme, 
by ensuniig a regular supplj of the raw metal, cmmentlj 
desirable. 

His Excellency Lord Hardinge of Pcnslmrst during 
a visit to the Kolar Gold Eields on 21st No\ ember 1913, 
paid a glowing tribute to the excellence of the M)-sorc 
Goiernmcnt and the Jbmng Boards management in the 
following eloquent terms — 

A rtiOdflj featoro fa lha itwrJ of ihp h It'' Ltvm 
the prodttction ha* bem milotalivd awl praJaaDr Tl i I orv’-n w 1, 

U daft Dot to ooifonnitj fa Iho rcnIit*ott* fa wh^•b tV irvl evroft txii t U* 
t and »lill »ilh which lb<* irbM tirr a/^! tt* * ni» 

which htT? Uvu cTT’orrh Th rmn^ ar* * C 'I trttpi rf trirf 

three ctwTW of rapere per annom, from which Ih* l>Jr!ur d-n»r-* • U 
cflSUihta^ar Th*»^ m:il ^ f t*- -nrr c. i ir.f -w r !“»> t»‘ 

ol liyi criminal prcoincrv 

Trom a fc^ comp !ctl l»> the Mtm'r* 

for tlic information of IIi^ Ijtcclt”c\ i i intr'c^tir 
imem tint the m\c5tmrntt m the rew pj'ff nf rt 
’tI\'^orc temto-art non a ^Jrii of r-'-tr > rii; ty 

mores of — innilc up &•> imtl'- — 
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J\l3^sore kline 

£ 

3,050,000 

Champion Reef. 

1,092,000 

Oorgaum. . 

856,641 

Nund3"droog 

721,650 

Balaghat . 

58,39s 

M3^sore and General Exploration Co. . . 

23,038 

West Kempinkote 

23>538 

The va%e of the first output m 1882 

was £38 woith 


gold ; and in 1912, it was worth £ 2 , 1 ^ 8 , 2 '/! A truly grand 
record of progress 1 

If the Government of Ind a even now fail to take 
advantage of this large local product on, and by its 
coxnage and retention 111 India help in the equalisation of 
her balance of trade with Bngland, where its equivalent 
money will be transferred, for satisfaction of share- 
holders’ demands, by means of trade adjustments, what 
impressions, excepting those of indifference to and disre- 
gard for the people’s weal, will that course cieate in the 
minds of the Indian population ? 


0 



CHAPTER 2V 


The Story of the Gold Reserve 


A Gold Reterve at the Bank of Enfftaod would I lhloIc,-|>o 
ft flotnctal urute. It micht be very foed for Eacland to 
keep ft Gold Reeerve bat for India to keep a Gold ReeerYc 
that mictit very rarely be trenched upon woald be a waste 

tbe (n^at depeo- 

ought to be on Gold depojlted In India Itself — Jir Samett 
Afcwa^ar Sartm A/LP ^ , - . - ^ 

Its Orfglo and Growth 

Until June 1893, a silver rupee did not represent as 
a piece of currcnt^r an5'tliing over and abo\c the v-aluc 
of bulhon contained in it Any one could tender silixr 
bullion at a mint and have it melted, cut and marked into 
coins of the realm on payment of n nominal charge. The 
rate of exchange when the mmts tvcrc closed to free com 
age m 1893, stood at about is 2|rf , that is, the \-aluc of 
Silver contamed in the rupee, cxpnsscd in gold measure, 
was equivalent to l4}(f* The mints were dosed mth the 
object of dissoaatmg the rupee — as cutrenej — from the 
Silver — as bulhon And the first efforts of the Go\-cm 
ment on closing the mmts were therefore directed to- 
wards raising the value of the rupee m its relation with the 
Eughsli sovereign 


The object wliidi the Government liad in view was to 
raise tlie exchange value of the rupee to is jrf To attain 
this object, fresh coinage of lujiccs was practicallj, sus 
jicndcd in June 1893 Tins susj>cn.sion continued fo a 
few jcais and rujiccs were nrtiCciallj fo ccU out of a-rula 
lion and in accordance with the laws olsujip'i nndtlcmarJ 
Uie exchange v aluc of rujicc bejnn stcadil} to n on 1 
cvcntmallj stood at full lOJ t Tlte Covcnmirnt of tr ha 
arc now the sole sujipticrs of rujfccs anj in viituc of tl nr 


Tv. fft W «a *tH MU VM Til. •‘LV* tl I M -4 

<t t I rn>*i 

t t V <4 •»»*« -* ♦ I » •- 


J't f 




{ 



THIS STORY OR TH^ GOI,D RSSRRVS. 


67 


position as the monopolists of the token metal currency, 
they can always dictate their own terms. The exchange 
value of the rupee has, therefore, all along stood at is. 
^d, except when the India Office has— for reasons of its 
pTO — chosen to accept a less value for it.* 

As soon as the exchange got steady at is. /\d.y and 
stood the test of market fluctuations, coinage operations 
were resumed. Though small quantities of silver were 
coined earher, j the coinage of rupees on a significant 
scale did not recommence tfll 1900 , the Government mints 
were then kept fairly well engaged for some years, the 
number of rupees corned (less recomage) being : 

Rs. 


1900- 01 

1901- 02 

1902- 03 

1903- 04 

1904- 05 


i6,93>65,ooo 

3.82.40.000 

3.24.98.000 

11,15,53,000 

7,8i,20,ooot 


In July 1905, the Government of India stood in a 
fairly strong position in lespect of their silver reserves. 
The total stock of rupees in the Government treasuries 
(indudmg uncoined Silver in their possession reckoned 
at coined value) was 1837 lakhs. They then / seem to 


* The exchange value of the rapee has often touched la 8 875d In order to explain why 
the lowering of the exoliange rate could safely be avoided It would be necessary to explain the pro- 
cedure by which rupees In India are exchanged for soveregins In England Houses dealing In Indian 
conunoditles have to remit funds to India for the purchase of exports Instead, however, of sending 
actual Gold, they pay the money to the Secretary ot State for India and the latter advises the Govern- 
ment of India to deliver equivalent value in rupees, to the agents of those houses, from Indian 
treasuries and he himself utilises those funds for meeting the Home Charges 


The Government being the sole supplier of the rupee and they having fixed a certain price 
for it, ew,— £1 sterling for 16 rupees. It Is evident that nobody can get any rupees except either by 
payment for them to the Secretary of State in England, or by bringing Gold sovereigns to India 
to buy rupees with This later procedure involves an extra expense of about id (liple) per rupee 
on account ot sea-freight, insurance and loss of Interest for the period of about a fortnight spent In 
transit Ho one can, therefore, bring sovereigns to India from England at less than Ij 41d But 
sometimes it happens that sovereigns shipped from Australia to England In satisfaction of balance 
of trade are purchased by Indian export houses en roufe Again, Egypt has often to remit money 
to England for commodities purchased. Instead of letting these sovereigns go to England, and then 


poUby of 86^ the rupees at a lower rate e.xchange'thaFls""4rhas‘ been the subject o?^ronno'^ 
criticism in Indln, and it is argued that this depreciation Is brought about by excessive drawlngB* 

t The total coinage, less recolnage, from 1894 to 1899 was as follows 

1894-95 ^ 

1896-90 
1890-97 


1897- 08 

1898- 99 

1899- 1900 
t Fractions of a thousand are omitted. 


8,04,000 

24,000 

87.88.000 

87.26.000 
1,82,08,000 
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have gone to sleep and disconbnued the purchase of 
silver bulhon for a short tune and did no rvake up 
till December, rvhen the stocks of silver coins had 
sunk to 761 lakhs (40 % of what they were sin months 
earher) There was an increase m the demand of Council 
Bills m consequence of uhich the rate of telegraphic trans 
fers temporarily shot up to is 4 5321? Kcv\ sili cr, how- 
ever, soon arrived and in March, 1906 not onl\ had all 
demand for currency been met m full but the stocks of 
silver reserves were double of what they had been three 
months before. 

'This shght scare, however, was more than suffiacnt’ — 
writes Professor Kcj-ncs — to make the Got emment loose 
‘ them heads Havmg once started on a career of furious 
"coinage, they continued to do so mth httle regard to con- 
'siderations of ordinarj prudence 
''without waiting to sec how the busy season of 1906-7 
"would turn out, they coined bcavil> throughout the 
'summer months and there being more sihcrm hand 
"than could comcnicntly be held in the currenej reserte 
"it was maintained at the expense of the sterling rcsour- 
"ccs in, the Gold Standard Reserve " 

Some idea of the extreme limits to which the coimgc 
operations were pursued maj be formed from tlie (act tint 
at the end of three moiiUis — m Jul> 1906— the 'ilicr 
reserve went up to 33 crorcs of rupees And though tl e 
demand for rupees in 190O-7 was on a large fcale the 
rmnts had been kept so bU5> tint the rt«tivcs of siUcr 
never fell below 20 crorcs of rupees, * Tlic more than 
"ndcquac} of their reserve —to pul the s tuvtion in the 
eloquent words of l’rofcs<or KcjTies — at the Ini r-t 
' momait of the very busy rc-v'oa Kg* 7 did no cl tek 
' hov ever the impetuous activity of ll e Mints In 
ns in 190O the Gove nment conunitil to com incr- m 1> 

In ‘kplcmbet 1907 the sHver I oldir -c of tl e t.mrn -..rt t 
In one foTu or nnotliei t'ooJ at tke cict- ..vc y l-i ’■ " 
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of about 3i| crores of rupees. The demand slackned and 
there was great redundancy of currency. It became neces- 
sary for the Government to withdraw immense quantities 
of old silver currency from the circulation. 


But all this was of httle avail in checkmg the Govern- 
ment m their pohcy of a “furious coinage”. And though 
the stocks of rupee reserves have contmued to mount 
steadily, heavy coinage operations have all along been 
contmued regardless of the redundancy thereby occasioned 
in the country’s currency. The amount of rupees corned 
from 1905 onwards (less recoinage) is as follows . 


1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1912-13 (Estimated) 


Rs. 

16.87.67.000 
23,37>Si,ooo 

15.69.16.000 

24.51.000 

11.39.000 

19.94.000 
15.75.00.000 


The coinage pohcy of the Government of India, says 
Professor Keynes, suggests these obvious reflections . 


A succession of years, in which there is a heavy demand for currency, makes 
it less likely that the heavy demand will persist m the year following The effects 
of heavy coinage are cumulative The Indian authorities do not seem to have 
understood this They were, to all appearances, influenced by the crude mduotive 
argument that, because there was a heavy demand m 1905-6, it was hkely that 


* It may be Interesting to compare the above figures, which are given by Mr F W ITewmarch, 
Financial Secretary at the India Ofilce, with the table of coinage in the Indian Mints, dnrlng 
some of these years, as given by Mr Ennja Behaiy BuUav, M A , B L , of the Bengal Provincial 
Service, In his paper on "the Gold Standard in India ' (December, 1011) 


Year. 

Bupees coined 

1893-94 

4 14 

1897-98 

40 

1898-90 

42 

1899-1000 

1 80 

1900-01 

17 16 

1901-02 

4 95 

1902-03 

11 27 

1003-04 

10 17 

1904-05 

10 88 

1905-00 

19 60 

1900-07 

25 37 

1907-08 

17 32 

1908-09 

2 61 

1909-10 

2 08 

1910-11 

2 20 


The difference may possibly be explained by the Inclusion of old rupees recoined In one of 
the statements and their exclusion in the other, though if it has been necessary to recoin over IRJl 
crores of old mpees in twenty years time, this Is another proof of the excessive wear and tear and of 
wastefulness In a silver currency system. 
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Ihcr® TTOtild be an equally hsary demand m lOOWff i and when there aetnaU/ wai 
a hmry demand in 1000^ that thi* made it yet more fiJcefy that there vmiU 
be a henry demand Jo J0a7-CS. They frnmM their po% that ia to aiy m thet^h 
a mmTn nnl^ consumed enmawy srfth the urns ttcody oppetito with vhl h Knn# 
co mmoni t ie a cocitraw beer In ao Car aa tbe new e nr renoy Is to nUsfy the demands 
not of hoarding, bnt of trade, It U hardly neceasary to pohat out the falhoy 3Xa»- 
OTtT erea a auperScial coqaalntaaca with tbo c ur rency hutosy of Tndh btiags 
oipcrimca to the wjpport of itaeoa Erro whan the repo? rw irorti tw m'Wn 
than Cta bnlUon rahje, k> that it was hoonicd and melted much ooco than it b 
now years of ramreaDy hoary colaago wero nairiy ahrayi foDowed by a rt'actlcm. 

It may be added to the above obsen atioiis that since 
their artificial enhancement of value^ rupees are not used 
at all for melbng down to make ornaments The habits 
of hoardmg have also, to a very great extent changed and 
there is very little hoardmg of rupees now m rogue 

There is a general feehng that the lieavy comage opera 
boas earned on dunng the recent > ears ha\ c not had so 
much the object of mcebng genuine demands of cutrenej 
in view as to cam larger profits on the comage of rupees 
and transmit those profits to England I ma> dtc the 
opimon expressed by a paper of tlie rcspcctabihlj and 
higb standmg of the Times of India, m a leading article 
published m its issue of ist Ecbniar} ipie 

The ppttd tot colfiigo praflu tto«t ho glrcn op. It !• debtarUfVf It b\» 
dfibaoched the loodoo talboriUw into taWng from the pxlcrt* cf ih? pal Gj fw 
OoW Rwmeo, «haj miUng It appair tbit tb«y wen d jwnio? cn tetrrr^ 
Uosa colragc proGU tkitw • 

It IS difficult to mold the spread ofsucli ideal when 
the comage of rupees is resulting ns it did from 1910 to 


M tb* f ttrU «l*ra«lriail^t J I W ■'fv. I ^ t> |f« H ih. i 

mrmw * U# t ^ k. m » 

U rraub*t« W»i ifxja iw (•'7*'“ * 

"♦ctmntt* uv» *3 « 


1114 wx* T-a * JW-1. 


1114 wx* /T 

W/t J t< W >trr»ia-« trtf WM * t -rt U- 1 «»i- 

1 . 
’’Tt^ rwiil 4 I -4 *.» -4- ,* U Ik.*; ^ ^ 

n •-.i.t - • Kill- »«* . 

U n ir V Bn S-«l J » I * Wil » ■— JT^ 

• t r‘'^ne^ »t r-^ « Iw itr’ ^ » »a« « , 

wiiaisiv t4. H> n.* V* v» lf>l rt.-H-,' m 

. Tk- ^ ^4*' 

MtW|(csa,, 4««4 I* 

1 !>-*** I •**'. 
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May 1912, in a net average piofit of about 42 % of the 
nominal value. 

The teim at pieseiit given to the piofits on coinage in 
the official temiinolog5^ is the ‘ ‘Gold Standard Reserve’ ’ . It 
appears fiom the Government of India Notification No 406- 
F, dated 28th Maich, 1913, that the total amount at the 
credit of the Gold Standaid Resen^^e fmid stood on the 
31st December, 1912, at £21,543,171, or at is. ^d. equiva- 
lent to Rs. 32,3147.565*" 

The bulk of this large amount was tiansfened to 
England and held theie in the following manner * 

£ 

Gold set aside in the Bank of England. . . . 250,000 

Invested in the Tondon money market by the 
Secretary of State foi India-in-Council sub- 
ject to recall at short notice . . . . . . 1,013,690 

In addition to this, securities of the face value of 
£17,501,513 were held m England as under : 

{a) Securities wMch are either unredeemable or 
which will mature after long periods of time : 

£ 

British Government 2 |- % consohdated Stock . 4.665,770 

Eocal loans 3 % stock . , . . . . . . 200,000 

Irish Band 2| % guaianteed Stock . . . . 438,720 

Transvaal Govt. 3 % Guaranteed Stock(i923-53) 1,092,023 


Total 6,396,513 


• The amount;, composition and location of the Gold Standard Eeaervea on 31st March, 1013. 
ttood ns under 


IN ENGLAND 

Securities at Market Value . . 

Invested in London -with Banks and individuals, on Interest, subject to 
recall at short notice 

Gold deposited at the Bank of England , . . . 


INIINDIA 


& 

16,045,000 

1,006,004 

1,020,000 

18,671,333 


‘ •• . ... 4,000,000 

Grand Total £ 22,671,333 
( converted at Is. M., in Indian currency, Es. 83,86,09,096), 
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[b) Secunlics which are due for redemplwn i»lhin 
the next five years of iuiie I 

Bnteh Treasuiy Bills (due 1913) 24MOOO 

Exchequer bonds (redeemable 1913-16) 6 935 Goo 

^nada 3} % tends (due 1914-19) iGi 000 

Corporation of London Debentures, 3} % and 
3j % (redeemable 1913-15) 145 000 

New Zealand 3i % Debentures (due 1914-15) 246400 

Queensland 4 % Bonds and Stocks (redeemable 
1-7-1915) jjo 000 

New South Wales 4 % Bonds and 3! % Stock 

(redeemable 1915 18) ' 117 000 

New South WalesTrcasurj Bills, (due 16-5 1913) 250 000 

Southern Nigeria 4 % Bonds (due 15.9-1916) 100 000 

Umon of South Alnca Bills (due i 4 1913) 600 000 


Total II 105 000 
Grand Total £ 17 501 513 
The above sccuntics were lalued on 30th Scptcnibcr, 
1912 at market pnee of the da> at £ 15 965 148 

The procedure of withdramng India s Gold Rcscrics 
and in\esling or holding theiu m bull on in England has 
caused considerable discontent la India 

Recommendations of the Fouler* Committee 
The Gold Rcscnc was established in consequence of 
the follotsing general rccoraracndations made b} the 
Toulcr s Committee 1S9S-9 

We rteommend lUil mr jirtCt to iLe ef • iLooll iv-t l''eTr»I letf 

tolbe iC TCf Be or beU qf Iboonli.'ujy loluvecf Cv/rmyr^n* «( 

IcdEwbat ih uU be iejrt to Coll at • r«ienf entiM/ feca lf« 

Taper Cnnmrj Ttevrre an-1 the onLntty Treatary XUnnf« 

We rr-uO It as tie ptiodptl c'e < t a ( J lU» it W tmlj ank- 

»Ue/or rrtiillUneca *l«^eTer tl« f*rj Ut » »r«-^ I 

thr Co fn«3Bt d *.W! cUe lU OJ! aTala'l t t It-* wUn 

BfWMjy ttnl r iwh crnLl^os a» elrcot- 1 trt* if it» H-"* f'ir ft** W 
d^ralK \et euwp^* lb* Gorcfn—'e r( |e»l » m 't. U tt* L 4 
a tfftjfticy la fi3 Wj« pvi wo I »* I * f * 

«Ub Ii day Lcll a cum-j'ai L y fol a U t-J- to lb* d »* r^** *f tU 
temtuTf if * , I 

TIril is not the it dint m Mt*' 

recommtndaiion^ to th^ cffc-t tint tic t^*i tl*" 

ct) nn;;^ ih'^nU Ia. ca r 1 1 a av fir n It 1 1 ur * I rM 
nan'*4!l\ in I n^anl On iL*’ oM*- i ^ r ’-i ^ 
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evident fiom the language used that the profits ought to 
leniam m India and be made fieely available for foreign 
lennttances in satisfaction of Secietary of State's demands 
for meeting the Home Chaiges, “whenever the exchange 
falls below specie point”. It is also clearly stated that if 
such a contingencj^ aiose, and anj’' portion of the 
Gold Resen^’e was actuall}^ withdiawn from India, the 
Secretaiy of State for India ought to malce "a corresponding 
reduction” in his dianings. The Committee evidently 
meant that the "Gold Resen^e” should exist in reality 
what its name imphed, ? c., a reseiwe of actual Gold, held m 
India, for the pin pose of suppoiting exchange by making 
remittances to England whenever the necessity to do so 
actually arose and to recoup the deficit by withdrawing 
an equal amount from the general cash balances of the 
countr}'' and keep the Gold Reseiwe intact. 

If the Fowler’s Committee had really intended that 
this Reserve should be kept otherwise than in actual Gold, 
and be maintained in England as a safeguard m that country 
against risks of reduction in the standard exchange value 
of the sovereign, it is inconceivable why they should not 
have exphcitl}’' said so. The term given by the Committee 
to this accumulation of money (viz , Gold Reserve) clearly 
expressed the function and hunts thereof. When, some- 
time afterwards, the Government desired to divert the use 
and location of this Reserve, and began to interpret the 
recommendations of the Fowler's Committee in a new and 
altogether difierent lighf^, then it was that, in 1906, its 


♦ In nn Explanatory Memorandnm of tbo East India Accounts and Estimates, Issued In July, 
1011, over tlio slOTaturo of the Eight Honourable Mr Montagu, M P , Under Secretary of State 
for India, and published as a ParUamentary paper, it Tvas stated 

Gold Standard Reserve 


“In accordance with a recommendation made by the Indian Oarrenoy Committee of 1898-0, 
“It was decided that, with effect from April, 1, 1000 — 

“1 The not profit on the coinage of now rupees Bhonld not bo treated ns rovenno, bnt should 
“bo paid to a special reserve 

“2 The reserve should be held mainly In sterling securities, the Interest being added to the 
"reserve as tt accrued” 


The actual facts of the case are that the Indian Currency Committee did not make any recommenda- 
tion of the nature described In the second paragraph and the declaration of this statement over the 
signature of no leas a person than the Under Secretary of State for India, creates a mlsundorstandlmi 
and leads the people to believe that In utilising the India's Gold Eesorves In the manner tliat tho 
India Office has done, the Government Imve been acting in accordance with tho recommendations 
of the Powler^B Commlttoo, whereas in reality tho action of the India Office Is In direct controvontlM 
thereof. 


10 



76 


CTERfiNCY ORGANISATIONS IN INDIA 


m India) every year to England for what are described as 
the Home Chaiges and her Exports must therefore ex- 
ceed her Imports by 15 to 20 milhon pounds in order 
to enable her to hqvudate her foreign obhgations in fuH 
Looking mto the figures from this standpomt, we find that 
there has been but one smgle ofiiaal > ear (igoy-oS) dnnng 
which owing to failure of monsoons and a widespread 
famme m India the Government of India were obhgcd to 
draw on the reserves and cash balances already held bj 
the Secretary of State m England to the extent of 
'£8,050,000 to meet bills sold in India tow ards enabling 
‘ the unfavourable trade balance to be hqmdatcd and 
"£933 749 towards meeting the Secrctarj of State s re 
' qmrements or £8 ggi 749 in all — Vide cndence of Mr 
Lionel Abrahams, C.B before the Ro>nl Commission 

1913 

An unfavourable balance of trade is so far as India 
is concerned a matter of excccdmglj remote and rare 
occurrence and to keep 33 crorcs of Gold Standard 
plus 13 crorcs of Paper Currencj nioncj of India for c\tr 
m England to meet a contingency which occurs «a) 
nt most once in half a century is a araimstance which — 
to put it in tlie words of tlic HonTilc Mr \\ ebb— his not 
only depmed the public of confidence 111 the ndminis 
trabon of this Resen c but it has m mj opniloii cxikkctI 
India to gra\c danger 

The washes and feelings of the Indian people in tlni 
matter were correctly \otccd br Sir 3 itlnldais Tlncker 
in hb speech on tlie ndmlmstralion of the Cold ‘'tandaid 
Resen c dehvered in the Imperial Iwf’i''hti\e Council 01 
the 22nd Marcli igi 2 Sir Aillnidwt laid — 

t< «■ 11 H Ifl « *21 c. 1 « r>l ' !J ( 1 - f -• f- 
ryn\ i-i J^lit rv*r« «! •'•nh U ntW *Lr ^ 

c»!J On ll I I f-ivV- fW wlrTi It I r- *1 f f » ij j • I vi 

f r 1 *^ I 

Hi* »(#«!*■ re nrt il|» -tfl*-** 

If* Mi t 

U knt*ri| t f* 
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Puistiiiig this topic in his evidence befoie the Royal 
Commission on Indian Rinance and Currency (1913) » 
Honourable ili Montagu He P. Webb, stated: 

In connection with tho gcncml polic\ of holding tho buUc of tho Gold Standaid 
Rcsorvo m London, I Kubnnt tlic Government, have gone entirely beyond their 
province m undertaking to prov ido not onlv Gold for ovport, but Gold ready doli- 
vored at a financial centre on the other tide of tho globe Tlio busmesa of Govern- 
ment, so far ns tho niaintennnec of tho blorling value of tho rupee is concerned, 
IS to provide Gold in Tndn for c\port, if required, and not to endeavour to anti- 
cipate tho requirements of the pulilto by Inj mg down £20,000,000 of India’s money 
III London (or clsou here) in adv mice No doubt, London is m all probability Ibo 
centre where the Gold, in an economic, financial or political crisis involvmg a change 
in the balanco of trade against fndia, would bo required But Govomraont’s duty 
ends when it provides tliat Gold in India To deposit tho bulk of the Gold in a 
centre where tho banking commumfj' nro already, on their own imtiativo, consi- 
dering how the} can strengthen their own admittedly slender and inadequate 
Gold Reserves, is to expose India to nsics and dangers from which she has every 
right to cvpoct conii>lelc protection 

Refeiliug to the question of the location of India’s 
Gold Resen^es, vSir vSamuel Montagu, M P., stated befoie the 
Indian Cunenc}^ Committee of 1898-99. 

With regard to keeping a Gold Reserve here (m England), I see no particular 
adv^anlago m it A Gold Reserve at tho Banlc of England would, I tlunlc, 
bo a financial waste It might bo very good for England to keep a Gold Reserve, 
but for India to keep a gold reserve that might very rarely bo trenched upon would 
bo a waste . ..... the great dopon- 

denco oiigJit to be on gold deposited m India itself 

If you have an accumulation of Gold, every milhon of Gold that you deposit 
in tho Treasury m India would produce a moral effect which would bo very groat. 
In fact, I think, you would very soon ho ahlo to reduce your threc-and-a half per cent 
rupee loans to three per rent and so save tho mtorest 

With regard to the second argument advanced in 
favom of the location of the Gold Reserve in I^ondon, 
VIZ. that the Government are thereby enabled to invest 
it m interest-beanng securities or on short-teim deposits 
with individuals or banks, several public bodies in India 
have protested against this policy and legaid it as full of 
grave risks The Bombay Chamber of Commeice wrote 
to the Government of India, m 1907, lepiesentiiig that the 
Gold Standard Reseive is being maintained foi the sake 
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of sencms emergenaes and that should such emeigcnacs 
ame it might very easily happen that it will be extrcmcli 
difficult to realise the secunbes rapidlj Indeed, the state 

of the money market brought about bv the rery cmer 
gency would probablj be considerablj aggrai’atcd if it 
entailed the realising of a large quanbty of British sccu 
nbes, whereas if the Resene was a metalhc one the posi- 
bon could be at once rehevcd 

In order to reahso the full significance and force of 
these observabons let us think for a moment about the 
nature of the emergenaes against which such Rcscncs 
are held and the occurrence whereof ma> render it neccssarj 
for the Goiemmcnt to speedily realise the monc> now in 
vested in secunbes It is reasonable to belicic that so 
long as prospenty and peace ragn supreme and tilings 
ghde on smoothlj sudi sort of im esbncnts may perhaps 
bo harmless I have alrcadj explained that tlie chances 
of the occuncncc of a famine of sucli magmludc ns would 
turn the balance of trade against India arc remote and 
should such n soicrc famine do happen and — what is sUll 
more unhkclj — conhnuc for more tliaii n jear it is an 
axiomabc truth that it will be accompanied bj n duninii 
bon in tile people s powers of purcliasiiig foreign commoili 
bes and the imports would nutoniabcallj dwandk do \ai 

When we stud) the aflaus of other couiibK-s m the 
world it isfound that thcrcsctNCsol Gold arc held 111 tlicm 
pmnanlj for use iii the esent of jioliliC'il coiiiplicatious 
Should therefore sucli comjilicabons c\tr aiiw and 
Liigland iiiaj liajijicii to be in\ oU cd lu a var \ lUi aiia'l rt 
big Power the fust effect that tlw war s nuld luve wtri'd 

1mi to caU’^ctlicdisorgauLs-atioiiof her fiuaacial and rcoa niilc 

equilibiiuiii In such arciim tance^ the iW of Initi 
cactal milhiins atcilin, worth PtiU li aid t'l'uial ■■ 
ewntu-. would Ik. ouisuttr diK thircaU at am r te tin* 
lltltlnia iMillld la. llltimtiU r u te-l il it orir - t 1 
] uiie-t l>\ ilie ! il" 1 1 a li 1 1 itK 1 1 iiiti ' ' ( ui't^’ 
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apart from tlie heav^’^ losses that are likely to be involved 
in the sale of paper money in times of panic or pohtical 
unrest. 

The Government of India, too, take somewhat the 
same view of the situation. In a letter, (No. 89), dated 
ist April, 1909, addressed to the Secretary of State for 
India, the Govemor-General-in-Council, after refernng to 
the singular unanimit5>^ oi the entire informed public 
opimon m India on this subject, said 

Wo ore frequently asked •why wo strain after interest on the Reserve, winch 
13 the basis of our currency system, and, consequently, one of the chief pillars of 
the credit of India , and it is pomted out that other countries ore careful to retain 
ultimate foundation of their credit m buUion.’*' 

Moreover, wo conceive that the position of the Government of India m the markets 
of the world would bo much stronger ns the possessor of a large store of hquid Gold 
than as the pos-essor of a corresponding capital in consols or similar securities In 
the former case, the Indian Government might in an emergency be powerful to 
help the market , m the latter there would always be the potential danger of their 
wishing to realise at an inconvement season. We would, therefore, urge on Tonr 
Ijordship the propriety of bmldmsf up a substantial share of the reserve m Iiqmd 
Gold. 

One more argument is advanced in favoui of keeping 
India’s Gold Reserves in London It is this 

India 18 normally in the position of owing London money , this debt is dis- 
charged partly by the consignment of goods, partly by the renewal at frequent 
intervals of short loans or credits made by the London Market to the Indian Mar- 
ket on bills of exchange or through the Exchange Banks, and partly by new per- 
manent loans If there is great Btnngency m the London Market and London is 
in urgent need of funds, the use of the last two methods can be so much restneted 
that India can be practically forced to pay what is owing in Gold It is, m fact, 
precisely because she is open to this pressure that it is neoessaiy for a considerable 
Gold Reserve to be kept f 


* The reserves of Gold held In aofcnol metal (not In seourltles) by the Treasuries and National 
Bants of some of the chief countries of the world on Slst December, 1910, were 

The United States of America . 263,241,000 

France . iaii77.nnn 


Tne unltea states ol America . 263,241,000 

France . 181,177,000 

130,476,000 

' 66,028,000 

• 48,863,000 

. . 87,083,000 

33.052.000 

81.366.000 
. 31,366,000 

— Times of India, Bombay, 25 6-1911 
t Indum Oiimmy and Finance, by Professor J. M Eeynes, 1018, pp. 176 77. 
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It wcrnld thtis appear that India s gold resen cs are 
maintained in London so that they maj be rcadilj pounced 
upon by the London Market at any tune when there is 
any stringency of money in England It is precisclj this 
considembon which has given nse to a feeling of jealousy 
m India It is difficult to combat the impression that 
India s Gold is kept m England as a sort of pledge for the 
redempbon of English capital lent to Indio. A process of 
reasoning based on such premises is vicious it also gives nse 
to much heart burning and prejudice against tlie pohej 
governing the administrabon of these reserves. The argu- 
ment, os expressed by Professor Hcjncs that the Gold 
Reserves are accumulated b> India to rehcic strigencj 
in the London market and arc kept in Great Bntmn who 
'nught use or n^ard India s ‘car marked' Gold ns her own 
■'■^var'ChestJinssrude 'Indian opimon rnew rr-^'h suspiaon 
the holding m London of the greater part of Indw s Gold 
Reserve England is a pnme financier not onl> of Indfj 
but also of many other countnes in the world cnbreK 
outside Bnbsh conbol or influence and the people natur 
allj think that when no sncli sccuntj is even dreamed of 
in the case of nn> of those countries it is particulailj hunii 
habng lor India to be required to pledge her debts l.j the 
deposit of her own Gold it might be quite as well to pa> 
tlus Gold in sabsfacbon of debts and reduce the foreign 
debts br tlie amount of these reserves nthcr than to 
allow the latter to be permancntl} dn erted awa> from 
the countrj 

As regards the argument that the Indian marlct i< 
fmanecd b> London tliroiigli the n3ccli3ii.,c Bants f 
nobce tint on the contrary n practice has tcccntlj liven 
imrsucd b\ some of the rxclian"c Banks to 'ocJ. up tic 
bulk of Indian deposits in Indo-riito,>can trade o in 
other words in financing the I ondoii mart-vt on I of cir 
mn" aava> tlic Indtan Iialincea to I n bn 1 nr « I ct 
foreign countries for ina'cstmcnl there It nj>p*ata frm t 
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the statistics published by the Government of India that 
while the volume of Indian deposits in Exchange Banks 
has rapidly increased, the cash balances held in India are 

very low.* 


Exchange Banks. 


Year. 

Deposits in India, 

Cash Balances 


Rs 

Rs. 

1890 

7,50,00,000 

3,45,00,000 

1900 

10,50,00,000 

2,40,00,000 

1905 

17,10,00,000 

3 , 75 >oo,ooo 

1910 

^ 24,30,00,000 

4,35,00,000 


The depletion of cash balances held in India by the 
Exchange Banks has further increased pubHc feeling 
against the transference of India’s money to England, 


The Magic Power of Gold. 

The manner in which the holdings of India’s 
moneys have been steadily increased in England and the 
notions that have been held as to what figures should be 
regarded as adequate for the purposes of safeguarding the 
supposed risks of fall in exchange, and consequently for 
the retention of India’s Gold in England, and the changes 
that have been brought about m such ideas, from time 
to time, in response to the magic of the growing stocks 
' of the ydlow metal, form an mteresting chapter in the 
history of Indian Currency institutions. 

The first thoughts about the establishment of a Fund 
to serve as a reserve for keeping up the exchange value of 
the rupee steady at 15. appear to have emanated from 
the Indian Currency Committee of 1898-9. This Committee 
recommended in a general way the utilisation of the profits 
on coinage as the nucleus of this reserve fund. The 


* Commenting on these figures, Professor Keynes remarks • 

*In the event ol an Inte^l financial crisis in India the Itochange Banks are prohahly depend- 
anticipation that thej’ will be able to remit funds from I^ndon by telegraphic transfer. 

being hard-pressed In London and In India at the same time An 
^ k^P> ^om 18 to 20 per cent would he respectable, for 
®°8land. But In such a country os India, where Banking Is 111 established and hoard- 
"Intt more than a ■me.mnTv tho sr_. 


rfi /irfi fnmnnd flnfiKi In fVio Vtlo^-rtTtrr i">» n than is for 


xiAv^^o xmuha imvB aireaay oeen in smootn waters longer than is for 
"mort lomous dates In the history of Indmn Banking whloh should serve as a momnto 


XI 
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first attempts at givmg these general recotmncnaabons 
a practical shape were made by Sir Edward haw, Finance 
Member of the Imperial Legislative Cotmcfl, when m June, 
igoo, he proposed the formation of what he described as 
a 'Gold Exchange Fund' 'The proportion of Gold m 
the Paper Currency Reserve was stcadil> mcrcasing At 
the tune he wrote his minute on the subject, the composi 
tion of this Reserve stood as under 

(Balaaceofaa 6 1900) 

In India 

Silver com Rs s pG 27 9S9 

Gold Rs r2 57,86 505 

Invested m Rupee sccunhcs Rs 10 00 00 000 

In England 

Gold Rs 75,00,000 

Sir Edward Law thought tliat this quantit> of Gold 
was more than it was expedient to hold in the CurTcnc> 
Reserve, The firat part of his proposal was to gr3du'dl> 
sell off the ten crorcs worth of the rujvcc sccuntics held in 
the Cuacncy Reserve nt the rate of one crorc \ orth ci'crj 
year, and to invest the money in sterling securities And 
secondl V, to keep onl> £7 000 000 w orth Gold m the Rc'en c 
in India and to buj Silicr from nil the Gold lliat Jnd then 
accumulated — or might thereafter accumulate — m the 
Currencj Rcbcrvc in excess of this amount (ti Rs 
105000000) and com the same into nijiccs Tlicrcvis, 
then 9J millions stcrlmg worth Gold m this rescue in India 
and after deducting the set cn millions therefrom thebahiiicc 
of ij millions worth sil\ cr at the then current rate would 
when coined, ha\e jicldcd £700,000 ns profit 

Tlie conclusions at winch Sir I dward I an arruc'l wc e 
that a 'Gold Exchange Fund might tobefoundwl fioai the 
nbmc £700000 plus the amo ml of jiDfitsoatlwruiicc 

colnacenliicli then stoodat nlioutfl oooo-M lie thru 'it 

lliat thls£i 770 000 held m Gold and nii'’mtnttil t; nijrvrfo 
sear with the jiroGts on future co na^c to cth— ni !i tU- 
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gradual conversion of 10 crores worth of Indian rupee 
securities into sterling Bonds and interest on the latter 
would altogether be quite sufficient to provide an ample 
guarantee for the maintenance of exchange value of the 
rupee if at any time the balance of trade got, temporarily, 
adverse to India. 

When these proposals were submitted to the Secre- 
tary of State for India, I/)rd George Hamilton appro- 
priately answered "I feel that there are serious reasons 
“against the adoption of the measures proposed, and I am 
* 'unable to sanction them”. 

The prevalent idea in 1900 was that if a sum of £12 mil- 
lions could be secured in I/ondon m Gold or invested in 
sterhng securities, it would be regarded as ample security 
for the up-keep of the exchange in unfavourable times. 
When, however, this figure came m sight, the ideas as to 
the magmtude of the amount which would be adequate 
for the purposes in view began also to expand. 

On 8th August, 1907, Sir James Meston (then Finan- 
cial Secretary to the Government of India) replying, on 
behalf of the Government, to a reference made in the 
matter by the Secretary to the Bengal Chamber of Com- 
merce, said ' 

Hitherto no specific limit has been fixed for the amounts of the sterhng mrest- 
ments j but it has for some time past been recognised that the mvestments ought 
not to oontmue mdefimtely, and that they should oease when the amount shall 
be considered, m oombmation with the effect of the other measures adopted for the 
support of exchange, to be sufficient to aeoure with all reasonable safely the object 
for which the fund is created. 

I am directed to mvite the attention of the Chamber to the references to the 
subject made m the Budget Debate by the Honourable Mr Gokhale, the Hon’ble 
htr Finlay and the Hon’ble Mr Baker. Mr Baker m his speech said that “the 
‘‘time IS approaching when it will be necessary to consider whether any, and if so 
“what, limit should be put on the amount of the mvested portion, and this question 
‘ we shall take up without delay Untd that has been done, it wfil be premature 
“and possibly embarrassing to make any pubho declaration of pohoy” Smoe 
this statement was made, the question has been under consideration by the Govern- 
ment of India and the Secretaiy of State , and it was referred by Mr. Morley for the 



84 


aJI!l^E^Crs■ ObGAKISAIIOKS IN INDtiU 


opmkn ol (ho Ctemmttco itcttlly oppomtrf to doil irith IWhray Euocc. ol 
which Sir D. Bolhonr fa o memhcr* The conchuioni oirirrd •( too that tnpJo 
proririon for miltdilnliig tbo vohio of (ho topee alrcody erfati, that In rltw of the 
pr ewen t trade coodltkcfl, of tbe atnoont ot Um fterfiog accnrltle* h«Id hi the Qo(d 
Standard Reecrre, and of Ute amoont of OoM in tlrt Corrcocy and in the Trtoraks 
an^ danger of a fall in exchange U nhuOTy 

In explanation of tbcM copohatoca I am to hmta tbe attenthm of tbo Cbamber 
to the fact that tbe inveatmenta fif tbe Oold Standard Tteacrre are not tbe 0017 
prorlflon vhlcb tbe Gorenunent of India hare made for me In tbe e ve nt of It 
being neceaiaiy to cbech a tendency to a UH in exchange. Tbe OoTTmment al» 
boU In tbo Cn rency Reaerre and !n tbo Trcainrk* a Urge atock of aormHu. 
There amotmt now to orcr £10 000,000 and that atock rrf GoH U c<iual]y araihllo 
for tbe porpoao of p re ven ting a fall in e^diange notwUbitandjng that It might be 
b roe gh t Into operation in a dlderent manerr from tbo OoU Standard Rcacrre it 
aclL Tbe amotmt of tbo aterOng inreatmenU of tbe Gold Standard Rr w i e I< 
neariy £13000000. The Ooremment harp tbeitfor aralUtle for tbe pur pose of 
cooibatinga£arofcicbangoaffirmofaboct£23 000^000 It has been held 1^ good 
ontboritlca that tbe mm of £i0 000,000 Is enough to give a reaacnablo gnaraotee 
of safety against ths n k of a fall In cicbangp Tbopttrrisloo already made exceeds 
this amotmt by abont three 'd'Hons. In rlcw b o wTTrr of the fact (bat there b 
room for dltTerrmce of opinion • to the exact amotmt of tbe Emit, and It It better 
in ao Important a matter to crToa tbeside of eaoUco, tbe OoTemmret drdded to 
cootlnoe tbe lomtmenta to the extent of half tbe fatore proOls m cefsage ontil 
(be amoant in the Odd Standard Reacrre 4 O 000 reaebte £WXirt)000. When tbal 


Emit breached the total prori too agclnit ibe risk ondrrtonslieratJoawIIIaaeinsl 
( 0 abcol £30,000 000 Ulbeitockofaomelgnsrmalnsatlts prr«ntlerrt 

The sterling reserves of tlic Government of India, 
when Sir James Jlcston's letter was wntten m August, 
1907, stood approximatels ns under — 

Gold SUndsoj Rncne 


£ 

Sterling Sccuntics at market value 12 901 C75 

Gold in India 73 970 

P«rcr Currenty Rtitnc 

Gold in India 3 ^3 000 

Gold in London 7fi-5 

Sterling secunbes 1313 33 3 

Total £ 2^ 99'J 978 

General Cash Balances held m London on 
that date amounted to about 5 

Grand Total £ 3^ . . 

ft ‘tJ •b'f t ******^ ^ ** » a^f-» 

e*''- n-«»< U «• * C~tl 

- )«t !. mu >■ n UK’" ’ 
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The foregoing correspondence shows that the view 
taken by the Government of India, in 1907, was that their 
position as it then stood was so strong that "any danger - 
"to a fall in exchange is illusory". But, as the magni- 
tude of the reserves grew, that opinion began also to as- 
sume a different shape The maximum of 12 millions 
desired in 1900 had grown into 25 milhons in 1907 and 
still what the Times of India regards as "The greed" for - 
the accumulation of more Indian funds in England did 
not abate. 

The position of the Government on the 31st March, 
1913, in respect of its sterhng reserves stood as follows : — 

Gold Standard Reserve. 

(Held in England) 

I 

Securities at market value 15^945 >669 

Invested in Eondon subject to recall 
short notice 1,005,664 

Gold deposited at the Bank of England . , 1,620,000 

Paper Currency Reserve, 

Gold in India 19,583,386 

Gold in England 6,100,000 

Sterhng Securities 2,666,666 

Total : 

In England 27 . 337,999 

In India 19,583,386 

Total £ 46,291,385 

This amount is exclusive of nearly 
10 million sterhng of India's general cash 
balances held m Eondon 

In cash at the Bank of England . . . . 1,095,852 

Eent out to pnvate individuals or firms on 
security and deposited with other Banks 8,650,000 


Grand Total £ 56,667,237 
(at IS. ^d. Rs. 85,00,08,555). 
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ccmRK^CY osganisations a ejdia. 


The steady reaioval of India’s funds to England, 
under the cover of the plea that they are required for the 
ma i n tenance of exchange m unfavourable tunes has con 
firmed an impression in the hearts of the people of India 
that the arguments advanced— in support tficreof nnd 
the changes m the pohcy announced from tune to 
tune— are mere devices for preventing GoJd from conung 
into India as far it can possibly be helped and that the 
practice enforced by the Secretarj of State for India 
since 1905, to purchase eu route by means of Telegraphic 
Transfers, the Gold sovereigns shipped from Austraha or 
Egypt to India m bonajide payment of the latter s exports 
IS a further cxteasioa of this same movement. * The 
consumption of Silver currency in India has been artifi 
aalfy stimulated otving to the transference of over 50 
milhons stcrhng of India s asailable money to Enghud 
and the consequent grant of 80 crons worth of Council 
Bills on the Indian Trcasuncs The growth ot such im 
prcssions docs not add cither to the prestige or to the 
populanty of the Government and it is high time tluit some 
change rvas deaded upon in the policy nhich Im been 
guiding the course of cients into channels that hare been 
productis’c of strong criticism and unrest in India. 

Wlien Lord llardingc aasited Knradii in 1911, tlie 
Karachi Chamber of Coinracrcc which is the premier 
exponent of coiuracrctal opinion in Smdli ptc'enlcd an 
address of welcome to Ifis ExecUcnca m the coarse of winch 
the Chamber expressed ihcir aacws in tUu natter ns foilo vs - 


On 1(« roSjoS cl Id Sjntml T ns. t( i Cii-iW w. u ' I'r 

otiTlaiaQ tilt tic Inl-m id ihn D-;.^Iti / »ntl U i ii ••«rl If tS> 
tfntko d • lobitAnUil rort»’n cl IV IWrfi’ « C il, til i. TVi C u 
link till IMi cot cic'l I'll I" — ' '‘"'t ■' " *'* 

ednuu— cmuribtG U''irtl»rllt^sirc'l7eui c 

In tqilv Ills I xccliency thanhcil tlic Clianiliva t . 
bunging the subject to In* notice li iv..si 'nl d as a 


a»im ti 

“IW ^ ■** * w 

tr~a 2 * 


t ^ in -t t 


c » -I »* 
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complicated matter of great importance. He found that the 
subject had been under the most anxious consideration, 
more than once, between the Government of India and the 
Secretary of State, and promised to convey the opinion 
expressed by the Chamber to lyord Morley (then Secretary 
of State for India) as without the latter’s concurrence it 
was obviously impossible to make any change in the exist- 
ing arrangements. In forwarding the opinion of the 
Karachi Chamber of Commerce to the Secretary of State, 
on 6th July 1911, the Government of India could not res- 
train themselves from expressing that '‘our views are 
“substantially in agreement with those of the Chamber,” 
but It was considered mexpedient to ask for any legisla- 
tion m view of the deasions recently arrived at by the 
Secretary of State in the matter. 


The decisions above referred to were these : The 
Government of India in their letter of the 1st April, looo 
^ ^cerpt from wHch expressive of their \dews in regard 
o his question has already been given, referied to the 
desire of Tord Curzon’s Government that the Gold Standard 
Rese^e should be held in Hquid gold in India” and com- 
rites Planner of its investment in sterh'ng seen- 

WeSrr ‘’“1 

“the form in wMch it is now 

State replied that he was "unable to ,'ff of 

“the apprehension” entertained by tJe 
India and decided ^ Government of 


^erve m Gold, I of iolding a part of tho Gold Sfandar 

to meet your Tmhes to the extent o/h Proposal But I am tn r; 

d) To hold a 


m ToWri - folioirs} ' 
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thriji bo obtoiiied at the diortert notJeo *alo or ymi), (or nKb 
o p oti rit ieo In the crent c( tbdr roolljatlon before maturity beoctchij 
D wm y 

(2) To bold in ftdditkm tndx an amount of ttocki yteUmg a bibber rate 
of intoreat Cbnxl*) aa I can eoaxd oc bring abla to aril ia tlaia 
to meet all re qulr o u enta that abooM be mot frtma the Itmare. 

The tnnsactioQs necesaiy to giro effect to the derinoo ttgaidlag the 

£1,000 000 that linot tobeinmtedwiQbe carriedontgndoaffyaDdyoQTiUbe 

infogned of then in doe como. 

It IS obvioos that after the aimcmiiccmcnt of sndi a 
decisive pohcy by His Majestj’s Principal Secretary pt 
State It would have required a bold heart, indeed, to 
propose any modifications. In spite of the above state- 
ment, secunbes of no less than £6,396 513 (face mluc) held 
in the Gold Standard Reserve on 31st March, 1913 were 
cither perpetual or such as will not mature till ^ter n 
long time. 

Truly did Sir WiHiam Wedderbum once observe that 
there is a remarkable tendenej in oncntal institubons 
to grow top-heavy The necessity of properl) defining 
the fnnehons, locahon and composibon of India s Gold 
Reserve with due regard to Uie limits pbeed thereon at the 
time of its creation, and freerngit from the distortion effect 
cd m its aim and object through the comcr*ion of its 
denominaboa m 190O u growing dai!> more pressing and 
impcrabvc. 

The views of the Secretary of State abme quoted 
it need hardly be said, arc open to graie critiam and 
form a most disputed argument in the wliole contro- 
s cr^ Sir Ernest Coble put the objections to the hold 
ing of so large a portion of India 5 Cold Rc'cn cs invrued 
in secunbes in a most clear bngn.igc s\hen he ccjirv >^1 
himself m Calcutta in Marcli 1903 thus 

Tl«»rsinll »Uilo<WT«li’e!» h t 'S-i n 

tsitMtOffombnl-jlaUamttnitt C b I-*, o »™1| 1- • 
wrActmSrij Ii »ot 11 Si's*— »*■ t-*-* 1 e*-t ( *'5 

twmUk# fit- M itAl pirtjrwf tin* tb*« tir't t* **** C**^f 
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.? 5 n \i!i.f* (h !1 01 !li'" r,*i “f h>'tl nUvuK npprvV.atn in vnhio nt 

' ’ i»' \Vi ivT >1 ifoM li** ’"(> Ji' !) I'll Pp ]'inK nf 1 nf;Iniul I't 

t, '/ IS tr' ' 1 J I O I ^ r» n U tv, -h' (<> !' . ^!vI llv ro r n ft "lint: lint 
*■' 1'",. '} j , •• * t-t jin h "1! a i'T (!.(' dti ftu m'.ufl'nncnl 

*. - f' ff.’J ^ C' • l*i*,n } I", r!.' r< 1 inlo nn 'ilii mfo tMlIi 

r* .V •— l\i r"! !'i'i r. ','<>• r r ’ t>f 1 ' s j n ' nn "tw 1 in in('''nn(!<jnnl 

r , ti i' *, . 'h * t < > ii 1*’. - ( " ’I*"'- » ’n-i mfili nrn' n'l'f p -no h 

♦ I 5 *'1^ I t < t I j* t't’ r 1*^ * I ill r tlisimiil * » » 

I' • -’ ! V ,1 -tt' ,n t oiiM 1 "t: nnr'^ ln\(' (tim 

5 ,t -^1 P * f t' ’>*)’< 1 f '’i t' r K r 'll I'l! ' r nii'l fm iiu icn m 

1 ' r t 't t, *if'< ^ If ’ p 'i! I rn ( fl'i .rnl t’n 1 nf iJnf /^roit 

r ' 'i '1 ! , 1 I, . . I'>n. f'T^ i'"!’ 1 "'f 1 "' »<• fr.-m IIP In 

, • i’ J' ’ * ‘ ’ 1 t «'• 1 1*' f-'* ' 1 ''I'Pl* I*’'"’ 

},. ^ }. U'*!’' li I of r*i inllnt tin mh.TiPijr-'-j 

r' J-r Inil’ 'j 1 ‘P- .1 - K r ^ t .imU'-I, 'tr\-' in it' thl'P 

QujIc r’i>c’rt IrtMn .'11 till‘d, tlic con^lnnl I'^suc of new 
c.tjii'al C‘\<n \os. nnd Cie'’t}ons f>f fre-]) pouicc; foi fhc 
pioiiii'olc ('.nj'>]ounenl fuj inonc> .'iie)c--',cmnf^lhcpopiil- 
I'nty and ?;*nniour oi the t'r.pd intcic^t-beaiiin; ‘'Ccunlics. 
Tne CK-ation^ of U'-v. duMiy Ihc year 1913 aie 

rcc'rniicd nl no Ic-s than £a20. '32, }oS or about £38,000,000 
more than ni 1912. jvcv’cujin^ on tins stale of aft'air>, 
the London Thn ^ c\j)]aine 1 in a recent issue the icaaons 
of the slump in tiic gdt ed-;o:l sccuiitie:. m the following 
inannei 

Tlic line*' crx'tnn nf n:n ipiintic. loi livl ,i d v;a>]|\ uher ? r'lwl on tlio 
pT . (if nnn nf I’lc oil "o-L-*, iiirl m nil tx' incS llic MMr flOl.')) n %cr\ 

imfo"! ,111 ont for IjoM'r of piiPIic t ctiruic' . . , 

'itc (Iriin tf ncu cipitd cnenlioti thtcrlol moii'S nlncli ollnrni'-o \tauM, in all 
pror.iljiht.% )i ’to conic info tlio '■tod. r 3 \c}inn"t' fur iincitiipnl, D'l!' ri m momv 
cnnnul expect lo 'Into u both v.n\j,’ am inoro linn oIIkt foa'i of Adiin If 
inons- cann Ingli nlop the 111x1111-. of Innl n nro lugh , but nben money n dmr, 
tbe price-, of muntici tend to fall, cicn if the volunio of leciintica in CM'f(''nco 
rcmaiin unaltered ulndi va j xerv-^ far from being tlio c.rc m Ifllll 

Undciv^ di ciicumstanccs, it would not requite a 
long .sti^ iniaginatioii lo conclude that the invest- 
ment (j .ntry’s eincigency Keseivc in .securities, 

bovevd d and piofitable they mav lie, should be 
entireljf , chewed It may mean this Tlut iust when 

there is a financial pamc and fimch, aie most nee led 

12 ’ 
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there may be no maiLet for these investments or they 
may be saleable only at a great sacrifice. Such mi-cst- 
ments are, therefore, unsatisfactory 


Heart bumtne IniestmenU 

Qmte apart from the impropncty of the procedure of 
lockmg-np a cotmtry’s emergency Gold Resene m foreign 
securities, an analysis of the securities themselics rcicals 
a singular lack of statesmanship and regard for the feel 
mgs and sentiments of the people of India. 


By mvesting India a money in South African Govern 
meat sccunbes to the extent of nearly ij crorcs of rupees 
the Government have indirectly helped in the expansion 
and improvement of a country that has insulted India s 
sons and daughters in the most barbarous and hombic 
way imagmablc. The mdignitics humihahoas and t> 
ranny to which Indians are subjected m Soutli Africa 
rue taown all over the World To put tUc situation In 
South Afnca m the impassioned and eloquent uords of 
Lady Petit 


Tbocandj o( Indhtti 00 tlrike baodrc^i c< iLfin eu»<* 

(cooipooadf] tare be«o oonirrlo] Inu )iQi, oJ cion bATr b 

rwlcJ with ibo powm of jtIloH and Ibo rniitert irtrrri^) b 

Tirioo myt. of Un 

aoJ Ki« lodons wrrt LflW iiid wiMiaW iLry wcut bti 
Cticfljct with Ibo jJoBcf 8iimbolj wrro cwt3 fn*fy lo drir* t** 

tlnbtti lo tbrfr kpoUkci. It li ad&lUed by ct« IhU lU lit-uUTj li w jr 

proto tftd dnmodi % •fp'oJy wilalloo. Tie ttry f>rt ibil • r“T>'>*T tf lotAn 
wctoTi In Scwlb Africa hire IM rvMlto mlrtier* c-mrett ut\ ttn In* 
Ic- tU bomn U rriicB Ue fbowt bow fctoftnUt tlo (wJun ti lobw* fet f.wth 

A£rV» Dirt tiTa l*w=o • IrxJoM to it# tilfw t=^tan of 

wt<n orrty irtt'dy Ltd ftiW. TVy wtto wi f 1 1 

tVtla %rA ctbn lUt err ^ •hl^S li'T 

ecoVl taro ri/btly n' WU tjtl* ittn-* Irx 


n-ifj im>i« - t-t'A *4 ^ ■ 


t rs r, 

' ^ t*» ^ f» W * ** 

'Vfin •.f ^ \ f, r%'^ » » * 
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Tboy merely aslcod for tho ordiniuy decencies of life, in short they claimed to bo 
treated os human beings m a civilised manner. They ivero prepared to make every 
compromise short of bemg treated as serfs, but, instead of their gnovanoes bomg 
redressed to any extent, oven their exist mg rights were taken a-ivay from them one 
after another, tho solemn promises given to them were flagrantly violated and tho 
Umon Government adopted such a pohoy towards them ns was calculated to dnvo 
oil tho Indians from tho land which owed much of its prosponty to their labour. 

Tho poll-tax of £3 was imposed upon tho Indians not with tho object of raising 
any considerable revenue but to prevent Indians from bemg free men m the Colonics 
Tlio European planters and mine owners m South Afnea havo openly made state- 
ments that they wanted Indians only os indentured labourers and not as freemen. 
Even tho clcmentaiy laws of chivalry havo not been respected by tho white colomsts 
m theur pohey towards tho Indian Commumty. Tho poll-tax of £ 3 has dnvon 
seme helpless women to a life of shame. And the recent decision given by tho 
Supremo Court of Na^al has deprived tho Indian wi.mcn whoso marriages havo 
t-een jxirformod according to non Christian rights, of thoir nghts os wives, and 
their progeny have been consequently exposed to tho infamy of illegitimacy Tlio 
womanhood of India has thus been insulted and tho Indian women who nro 
taking part m the passive resistance movement and have gone to jail, havo done so 
and arc doing so simply to save their honour ♦ 


The situation in South Africa has been so grave that 
even His Excellency Eord Hardinge, the noble-hearted 
Viceroy of India, in his speech delivered at Madras in 
November, 1913, referring to the troubles of the 
Indians in that country, said : *‘In all this they have 
ythe S3Tnpathy of India, deep and burning, and not 
only of India but of all those who like myself 
"‘without being Indians have feelings of sympathy 
“for the people of this country”. And that true humani- 
tarian and friend of the Indians — ^the Revd. Mr. C. F. 
Andrews — at much personal sacrifice, himself proceeded 
to South Africa to try and mediate on the helpless 
people's behalf. To invest India's money to the extent 
of about il crores of rupees in South Africa, 1.15 crores 
in Australasia and nearly 25 lakhs m Canadian Bonds and 
thus financially help those colonies — ^when the feelmgs 
against them are running so high in India, is to add insult 
to injury and wound the self-respect of the people of this 


• Extracts from a spaech delivered by Lady Petit at a moating of Indian Ladles held In th# 
Town Hall, Bombay, on Saturday, 29th November, 1013. The fall speech Is reported by the Bombay 
QhromeU In its issue of Ist December, 1013. 
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cotmtry It is therefore desirable that the sectmties 
connected with the Governments of the countnes that 
have grown nnpopular m India owing to their anti-Indian 
legislation and attitude be soon disposed of and India s 
money released therefrom, 

A Practical Solution 

What puzzles the people of India most is that every 
country m the world not excepting England is anxioiis 
to keep its Reserves m actual Gold Why should then 
a departure be made m the case of India and her Gold 
Reserve be not only mvested m pubhc securities, — and 
these too of foreign countries — ^but also m loans to private 
firms doing business and havmg then assets outside the 
limits of India 

Uncomfortable facts are revealed from the figures 
published by Mr Walter Badcock Accountant-General at 
the India Office, It appears that when m 1907-09 the 
balance of trade had temporarily turned agamst India 
and the Secretary of State had to reahse about 13J crorcs 
worth securities m order to meet the bills sold by the 
Government of India on Eondon, the sale of the sccunties 
resulted m a loss of no less than Rs 22 02 780 to tlie Indian 
exchequer It must be remembered that the tunes during 
which the secunbes were sold were those of perfect peace 
and trade prospenty m England and when cien in siicli 
times these secunbes could not be sold except at a loss 
of over 22 lakhs of rupees the conclusion to which one is 
irresisbbly drawn is that the capacity of tlic market in 
which India’s Gold Reserves are whoUj invested is very 
limited and it would be cxceedingl> diffiailt to realise tlicir 
value at a really enbeal tunc without incumng heavy 
losses parbcularly ns all the investments are made in 
Bntish secunbes and finanaal troubles in one part of the 
Empire would not generally be without their depressing 
influence m other parts thereof as well As it is the coun 
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try has already suffered the following further losses (in 
addition to the above Rs 22,02,780) in the investments 
hitherto made 

Rs. 

I^oss on the South-Afncan National War Stock 
and Bonds worth about i crore and 30 lakhs 
of rupees redeemed at par value on 5th 
April, 1910 . . . . 49,755 

I^oss in Cape of Good Hope Bonds worth about 
16 lakhs of rupees redeemed at par value on 

1st July, 1911 . 43 , 7^0 

I^oss on New Zealand 3f % Debentures worth 
Rs. 6,75,000, redeemed at par value on ist 
April, 1912 . . . . 4,230 

Total loss hitherto incurred Rs. 23,00,475=** 

In addition to the above losses, the India Office au- 
thorities found on comparing the rates prevalent in the 
London market in Apiil 1912, that if they were to sell 
their paper holdings and the sales were effected at the 
normal market rates of the day, it would result in a loss 
of about Rs. 1,10,00,000 As a matter of fact, however, 
if the large quantities of paper held by the India Office 
were ever to be put on the market at one time or in qmck 
succession they would be likely to glut the market to such 
an extent that even in times of peace and prospenty the 
prices for this class of security would go down appreciably; 
in times of finanaal tightness, when alone the necessity 
for their sale would probably anse, the depreciation caused 
in price would be ternble 

With all deference and regard to the wisdom of the 
powers that be, the pubhc m India is not convinced, — in 
fact tbeir representatives m the Imperial Council have ex- 
pressed their disagreement m qxute unmistakable language — 
that it isprudent to invest 28 crores of rupeesworth of India’s 
money in Bntish and Colonial sterhng securities and to lend 

* The nlJove statoraent docs not appear to be complete as It appears from the Government 
of India Notification No 400 — dated 2Sth March, 1013, that there vas eoiuo loss Incurred on the 
redemption of £81,000 worth i % Canada Bonds redeemed la 1912 



94 COKEENCY ORGANISATIONS IN INDIA. 

out about 12 to 15 crores to private firms m a single money 
market, and they strongly bdieve that m the mterests of 
Indian finance it 13 high time when the bulk of the funds 
invested m these securities were disengaged and kept m 
actual gold m conformity with the recommenda- 
tions of the Indian Currency Committee of 1898 A sum 
of 10 crores of rupees is the utmost which the people think 
should m all, be held m England in hqmd gold or mvested 
m sterhng Bntish and Colonial secnnties , and this amount 
ought to be qmte snffiaent to tide over any emergency 
that might arise. And they strongly feel that India s 
entire gold Reserves, m excess of the aforesaid 10 crores 
(which ought to be the maximum amount invested and 
held m England) should under normal conditions, be 
kept m India. Should further reimttances to England be 
necessary they could easily be met by shippmg Gold 
from India to England. 

The assurance given by the India Office that the 
Sccrctary-ot-State-m Council dehbemtely accepts full 
rcsponsibihty for making^ tbo reserves available, when 
required for the purposes for which thej' are created, 
does nor taac us far If the acceptance of the rcqwnsi- 
bihty imphes that the Secretary of State will be able to 
convert the secuntics into actual gold in times of crisis by 
his fiat or weight of authonty it will hardly reheve 
people s anxiety The finances of a huge money market 
like London are governed by a net work of multitudmons 
considerations and it is dearly beyond the power of even 
a high minister of State to regulate or control the flow of 
c\ ents therein in a tunc of financial panic or general 
depression The cnhghtcncd pubhc feehng in India on this 
subject was correctly voiced by Sir Vithaldass Thackcrscy 
m the Imperial Legislative Council of India on the 22nd 
March 1912 He said 

Uy lorJ U ow Ooli SUntUrf nn er ra h kapt to Indh In OoU. wo nuj bo 
olia U Uoa cJ eaeryticy to bo o< terTko to Urt Laortja moooy mukot, wbUo 
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under the present policy in’time of emergency we may morease^their difficulties by 
our necessity to withdraw tho Gold. A big money market like London will not be 
adversely affected by the gradual withdrawal of Gold m normal times, but m tunes 
of trouble it may feel the pmch. With our Gold m India, London will keep its 
ne cessaiy stock of Gold m the usual way, and m tunes of trouble we can help them 
with our Gold, which will be an extra reserve. So lookmg from the point of view 
of England itself, it is an advantage that onr Gold should remain in India.” 

And Sir Guy Fleetwood Wilson felt the core of the 
Indian heart when he alluded to the feeling "that the 
"Gold Reserve is our own money, and that, as a matter 
"of national pride, it should be in our own country as a 
"visible possession". 



CHAPTER V 

The Expansion of Paper Currency 

Some writers have compared the adoption of a paper Car 
rency to the dlicovtry in the cocntry of new mines bccanio 
you do really add to tho effective wealth of the coantry to 
whatever extent paper replaces the coin In circulation Adam 
Smith 1 think It Is who compares the economy thns effected 
to a discovery by which all >our locomotion conld be conduc 
ted without roads and by which you were enabled tnere* 
fore to add the cxlstlns roads to the portion of the land 
under reprodactivo cultivation — Mr Jamt3 Wtltcn. 

Qeneral Sketch 

The mshtubon of paper money was first introduced 
into India m 1839 when the Presidency Banks were author- 
ised to issue notes pajable to bearer on demand. This 
form of currency was quite a novelty m those early days of 
the consohdabon of western ideas of currency m India ahd 
the notes were not unnaturally looked down with suspi 
cion by the nabves of the country The use of the notes 
did not extend to any large extent and their use was pracb- 
cally hmitcd to the three Presidency towns of Calcutta 
Bombay and Madras 

The idea of transferring the issue and mamgement 
of paper currency under Go\cmmcnt control was first 
concciicd by Mr James Wilson Before coming out to 
India as the first Pinancc Member of the Government of 
India s Counal in the nulunm of 1859 Str Wilson had 
been Pinaucial Secretary to the Treasury and liad Uius 
liad numerous opportumbes of gaimng an insigbt into the 
woibmg of the systems of paper currency m England and 
other coimtnes of I urope He had already discussed 
Ih.. nuiUer uith Sir Clnrlca Wood then Sccrclan, of State 
for Indn and '■0011 after hi arm il m tins coiintre 
he 1 1 hini.^l( to th ta 1 of introducing an eficctu e paper 
cunca r in In In In the cam mg out of their schem’' 
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into piacticc, the Govemineiit of India weie gieatly 
helped by the Goveruoi and the Company of the Bank 
of England, whose s3nuathies ]\Ii. Wilson had taken caie 
to enlist in this cause. 

The ait of note manufactinc lias attained a most high 
degiee of peifcction and scciuit^^ m England and it is due 
to then excellence of management and to the use of machm- 
ciy and scientific operations of a most lefined and perfect 
character, that while the Government in England is often 
engaged in liun’jiig down counteifeiters of then metal coins, 
the Bank of England is compaiatively immune fi oni the risks 
of the forgeiy of then notes. The laws of England have 
given to that coipoiation the sole light to the use of paper 
manufactured in a paiticulai way, and to use printing of 
a pai Liculai kind. The paper used m the Bank of England 
notes iS sa’d to be manufactured b}^ one fiim only and this 
film IS bouud b}’’ law to suppi}' the paper (which is impiessed 
with particulai water maiks) to the Bank of England alone 
and admit no sti auger to enter the premises Tong 
yeais of experience have pioved that the plainest and 
simplest form of notes is the one in which forgery is most 
easity detected, and that elaboiate notes aie easily imi- 
tated. An idea of the efficiency of then management may 
be gathered fiom the fact that if out of the millions of Bank 
of England notes in circulation one were to cut out the 
number and two capital letters that are inscribed in a 
corner of every note and present that small remnant of 
the note — ^the whole piece being thrown away — to the 
Bank of England, they would at once tell the place and 
date of its issue, value and the party to whom it was origin- 
ally issued and would be qmte content to pay its value, — 
of course, under piopei safeguards to secure themselves 
against double habihty in case the remainder note is also 
presented With then wonted magnanimity, the Directors 
of the Bank of England consented to place the benefits 
of their experience at the disposal of the Government of 

13 
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India and extended the use of all the advantages enjoyed 
by them under Acts of Parliament to the Indian Paper 
Currency 

Ushered under such auspiaons promises of help and 
gmdauce the Bdl for the estabhshment of a Government 
Paper Currency m India was firat mtroduced m the Councd 
of the Governor-General m India on the 3rd March i860, 
by Mr Wilson. Unfortunately he did not hve to see the 
bill passed mto law By Act XIX of 1861 Paper Currency 
under Govemmen'' management was lawfully set up in 
India Under the provisions of this law the Paper Cur- 
rency notes were made unlimited legal tender at all Govern- 
ment treasunes and m pnvate transacbons of any kmd 
whatsoever withm the circle to which they pertam they 
were on presentabon encashable in com at the treasunes 
within the junsdicbon of the arcle of issue It was also 
provided that the Government of India should keep ready 
bulhon and com to the full value of the notes issued with 
the excepbon of a ccrtam small porbon invested in Govern 
mcnt of India rupee secunbcs as a guarantee for their 
converbbihty The linut of mvestmcnt in secunbcs was 
onginally fixed at four crorcs of rupees but as the arcula 
tion of the notes increased this hunt was also enlarged 
In 1871 the maximum projiorbon of the Paper Currency 
Reserve which might be held in sccuntics of the Go\ cm 
meat of India was increased to six crorcs in i8go to 
eight crorcs in i8g6 to ten crorcs in igo5 to twelve 
crorcs and finall) m igii to fourteen crorcs In igo5 an 
innovabon was made in the desenphon of the sccuntics 
m which imcstmoiits might be made by substituting for 
secunbcs of the Goicmmcnt of ludia tlic words sccun- 
ties of the Umted Kingdom of Great Bntrin and Ireland 
or of tlicGoicmnitnt of India or seciiribcn is ued bv the 
Sccrctaiy of State for Indn in Council under the 
authonts of Act of Farlnmcnt and charged on the rci c 
nucs of India The taluc of such securities ns were 
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not the sGCiuities of the Govenunent of India was les- 
tricted, in 1905, to two croies, but in 1911, it was raised 
to four crores of ntpees. 

The invested poitionof the Papci Currency Reseiwe, 
therefore, now stands as undei . — 

Rs. 

In India 9,99,99,946 

In England 4,00,00,000 

Total Rs. 13,99,99,946 

In his criticism of the original scheme for the Indian 
Palmer Curreiic3% as promulgated 63^ I\Ir Wilson, Sir Charles 
Wood, then Secretary of State for India, had laid down — 
mdc his Despatch dated 26th i\Iarch, i860 — rigid instruc- 
tions as to the proper piinciples that should govern the 
policy of the Government of India in the matter of note- 
issue and the fixation of the proportion of the reserve to 
be invested, from time to time, in securities. These 
principles were (i) that the function of note-issue should 
be entirely dissociated from that of banking , and (2) that 
"the amount of notes issued on Government securities 
"should be maintained at a fixed sum, within the hmit of 
"the smallest amount which experience has proved to be 
"necessary for the monetary transactions of the country, 
"and that any further amount of notes should be issued 
"on coin or bulhon." It was plainly mentioned that if 
the Government of India were to depart from these prin- 
ciples in the regulation of their paper circulation, they 
would be treading on "unsound" lines. 

Denominations of Notes. 

Mr. Wilson’s scheme provided for the issue of cur- 
rency notes of the denommations of five, ten, twenty, 
fifty, one hundred, five hundred and one thousand rupees. 
The idea of issuing five-rUpee notes was abandoned dunng 
the passage of the Bid m the Impenal Council. Ten- 
thousand rupee notes were, later on, added. Encouraged 
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by the popuknty o£ notes of the lowest denomination {vtz 
bS io) the Govrnninent of India passed an Act (No HI) 
in 1871, authorising the issue of five-rupee notes 

By the Act of 1861 every note was a legal tender m 
its own circle. The Government however, relaxed the 
ngidity of these restnctions m so far as to penmt the pay- 
ment of dues to the State being made m currency notes of 
any arde and the railway administrabons could, if they 
accepted notes of any orde in payment of fares and 
freight, recover the value of them from Government. 
Beyond this the law did not impose any obligation on any 
body — of&cial or pnvate — ^to pay notes outside the aide 
of issue though as a matter of grace the Paper Currency 
offices and the Government distnct treasuries (of which 
there were 271 m Bntish India on 31st March 1913 ) often 
cashed foreign aide notes t > a small extent for the con 
vemence of the bonafide travelhng pubha The reason for 
such restntions is easily explamed. India is a very ex- 
tensive country and the! conditions of trade lead corns to 
ebb and flow fi^y from one part of the country to another 
The Government had in the beginning, no means of know- 
ing how the people would take to paper money whether 
it would enter mto the very fabnc of the currency of the 
country and remam permanently m arculabon It was 
evident that so long as the people had the least doubt as 
to their convertlbihty into com notes would have short 
fives m actual circulation and would often be presented at 
the Government treasunes for pa3rment and if the Govern 
ment had fnahtated the use of currencj notes for purposes 
of remittance — or in other words, made them payable at 
all places m India — thej would have had to undergo the 
expense and responsibUity of keepmg a close watch on the 
movements of trade from one place to another, throughout 
the different seasons of the year and follow those move- 
ments by constant roiling down of sdv cr coins to the various 
centres This was obviouslj verj dilTiadt 

The idea therefore was to at first popularise the use 
of notes as a medium of currencj by habituating the people 
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to use them in every day local transactions; and as people 
began to lepose gi eater confidence in this form of currency 
and handled it freely without suspicion, the Government 
extended their use for purposes of remittance also. A 
trial was made by declarmg, in 1905, five-rupee notes, 
issued from any town not in Burma, legal tender in any 
place in British India except Burma and payable at any 
ofi&ce of issue not m Burma. The restriction as to Burma 
was removed in 1909. This experiment proved eminently 
successful and increased the average circulation of five- 
rupee notes m one decade from 8,72,414 (in 1902-03) to 
25,99,877 (m 1911-12). Encouraged by this success, the 
Government removed the lestnction in respect of ten and 
fifty rupee notes in 1910, and the hundred-rupee notes were 
made umveisal from the ist April, 1911. The returns for 
the circifiation of twenty-rupee notes showed that it was 
not so p opular as was anticipated and the issue of notes 
of this denomination was discontinued from i8th February 
1910. The old notes are yet legal tender and, in 1911-12, 
about 65,000 of them were still m circulation 

There has been an enormous increase m the circula- 
tion of currency notes m recent years as the following 
table would show. The universahsation of various 
denominations of notes has, no doubt, largely contri- 
buted to this result. 


Table showt'tig the mmihers of the several denominations 
of currency notes in circulation, as also their total value, in 
each of the following years . — 


On 3lst 
March in 

S 

10 

I 

20 

j 

50 

1 

100 

1 

500 


10 000 

fTotal Noiea 
Circula- 
tion 

1873 

1883 

1893 

1903 

1912 

3.1*'.00] 

4 7S,457 

4 95.45 ) 
8,72 414 
25 99,877 

9,70 517 
19 55,081 
3917 336 
59 60 226 

1 50.90.740 

4,41,871 
2,64 819 
3,30 083 
4,62 952 
65.633 

1.57,965 ' 

1 73 132 

2 32.482 

2 63 866 
3.79 255 

2.14,110 

3 01 585 
5,68 068 

S 98 724 
16 52, .09 

27.957 
28 513 
50,648 
56,348 
56,102 j 

57 636 
38 158 
67,981 
65 653 
92 971 

1 

576 

2.661 

5 403 

8 712 
14,320 

11.13.50 610 

14.50 64,080 
26 40,18,200 
55 72,36 070 
61,36.25,095 


Note — These figures are taken from pages 240 and 248-49 of Vol 1, Ap- 
pendices to the Interim Report of the Royal CJomioission on Pmance and Gurrenoy, 
1913 -There is some difference m the value of total note circulation when com- 
pared with the values of the vanous dononunations. No explanation is given in 
the book for this discrepancy. 
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Paper Cairency Reserve 
(fl) Stiver Brattch 

The law of i86i provided for the mamtenance of 
Paper Currency reserve m ‘ com or bnlhon. The com m 
which the mam bulk of the reserve should be kqit is of 
course, the rupee. Now m i86i, the rupee was a freely 
mmted com and as I have remarked m a previous chapter 
it represented as a piece of currency no more than its Wue 
m bnlhon. By the Coinage Act of 1893, the rupee became 
an artifiaally valued token com and the spirit of the law 
demanded that the value of silver com hdd m the Paper 
Currency reserve should be reckoned m terms of currency, 
at its bullion value. But though through unforeseen 
chances, the words have changed then meanings the 
tneed of 1861 is Ethl repeated It has permitted the old 
system to accpure through inadvertence a c*rtam d^ree 
of usefulness inasmuch as by keepmg sAver reserves — or 
a portion thereof — m the form of token silver money, the 
Government is enabled to remit nearly 42 % of the nominal 
value being profits on the comage, to England for invest- 
ment or retention there m the form of Gold Standard 
Reserve. 

On 31st March, 1913, the Paper Currency Reserve 
stood as under — 


Total circulation 

Rs. 

68,97 78,240 

Reserve held in hidta 

Silver (at coined value) 

16,45 27496 

Gold 

29.37.50-798 

Secunbes. 

9.99 99 940 

Reserve held in England 

Gold , 

9 15,00,000 

Secunbes 

4 00 00,000 

Total 

63 97 78,240 


The rate of Silver at present is Rs 69 per 100 tolas. 
The rupee is dev en twelfth fine, which works out to about 
Rs. C3 4-0 per 100 tolas or 100 rupees It would appear 
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that at this rate the btilhon value of the sum of 
Rs 16,45,27,496 held in the Papei Currency Reserve is 
less than loj crores of rupees. 

{b) Gold Branch 

Gold does not appear to figure in the Paper Currency 
Reserve tdl 1893 There were, no doubt, some 20 lakhs 
of rupees worth sovereigns held m 1865, but they soon 
disappeared It was in consequence of the closure of 
the Indian ]\Iints to free coinage that the Government 
of India issued, on the 26th June, 1893, a notification 
providing for the issue of curiency notes against 
gold com and gold bulhon at the rate of one rupee 
to 7-53344 grains troy of fine gold , sovereigns and half- 
sovereigns of current weight were to be taken as the 
eqmvalent of fifteen' rupees and seven rupees and eight 
annas respectively In 1898, an Act was passed enabhng 
notes to be issued in India against deposit of gold with the 
Secretary of State for India. The Act provided that gold 
set apart under it by the Secretary of State should be 
held by him '"until he shall transmit the same, or what he 
“shall determme to be equivalent to the same, in gold coin 
“or gold bulhon to Inia, or until the Government of 
“India shall appropiiate and set apart in India as a part 
“of the Currency Reserve ...... 

“an amount of com of the Government of India equal in 
“value to such notes ” These are, thus, the first beginnings 
of that anomaly known as the Gold chest of the Paper 
Currency Reserve * 

It was clearly given out, and understood, at the time 
of passmg the above Act (II of 1898), that it was a tem- 
porary measure to meet the exceptional conditions that 

-- ♦ Tbo purpose for which a currency chest was opened In London was described In Dir Bro 

“drick’s despatch (No 410 Financial) dated 7th April, 1905 The Gold was to be held at the Bank 
"of England so as to be immediately available for the purchase of Silver whenever the need for 
"additional coinage may arise He added tlmt another advantage of storing the Gold In England 
“would be the possibility of using it to replenish the balance of the Home treasury against an equiva- 
‘Tent transfer In India of rupees from our Treasury to the Currency Eeserr'e The latter function 
"of the ear-marked gold was clearly meant to be subsidiary to Its use, vhen required, for the prompt 
"purcbas'' of SHver" — ^Extract from letter No 66 dated 21st February, 1907 from the Government 
or India to the Secretary of State 

Nole — On Slst March, 1913, the amount of gold held In London In this currency chest was 
equivalent to Be 9,15,00,000. 
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had then arisen. The balances of the Government of India 
were at a low leveL There was considerable difficulty 
m meeting from them the Secretary of State s drafts To 
meet this crisis— it was arranged that the proceeds of the 
Secretary of State’s sales of Council Bills uould be set aside 
pro tempore to the credit of the Paper Currency Reserve at 
the Bank of England and the Government of India would 
issue notes against the gold so set aside m England and with 
them meet /uo Ui}ito the Secretary of State s drafts without 
reducing then Treasury balances The lust for India s Gold 
m London is proverbial It soon enabled the London 
money market to discover m this procedure another weapon 
for depnvmg India of her rightful share m the world s 
enormous production of Gold. The emergency measure 
was therefore soon extended for 2J years (by Aet VTTT 
of 1898) and when m 1900 it was found that nearly 2 
crores of rupees worth India s Gold had m this 
way accumulated m London pressure was brought 
to extend this measure for a further penod of two 
years and m order to lend this second extension 
a colour of justification it was enacted that tlie 
Secretary of State be empowered to expend the Gold held 
by him on the purchase of silver bulhon and to transmit 
such bulhon to India for currency purposes and, further, 
that the silver bulhon so purchased be held as security 
for currency notes until rupees were corned from it The 
arguments used seem to imply that the Indian Currency 
expands and contracts by fits and starts of such a gigantic 
proportion as to necessitate the holding of nearly 9 crores 
of rupees worth India s Gold permanently m England to 
enable India Office to at any bme at once buy large quan- 
tities of Silver and ship them to India to meet sudden 
and unexpected demands The basic pnnaples of tlic 
currency policy of modem advanced states are that the 
metal requued for token comage ought to be replenished 
bj slow but Eteadj purchases (so as uot to inflate undulv 
the token curiencj or force up the silr cr marl et agaiiut 
Government) and the capital requued for comage pur 
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poses ought to be met out of the piofits of the coinage 
itself, — ^which profits ought to be held mainly in hquid 
condition.*’ 

It would, perhaps, not be uninteresting to recount 
briefly the reasons advanced on different occasions by the 
bureaucracy in support of their action, the underl3dng pur- 
pose of which, it is generally beheved, has been to transfer 
India's Gold to ISngland. In 1898, it was said that money 
had become very dear in India and exchange had risen to 
gold point. For some time the selhng rate in I^ondon of 
Telegraphic Transfers on India had touched is. 4 S/S2d. 
There was a strong demand in England for the Secre- 
tary of State’s drafts. It was, therefore, with the object 
of relieving the stringency in the money market that the 
act, m question, was passed as a temporary measure and 
funds withdrawn from India. 

When, in 1900, the utitity of the Act of 1898 was re- 
cognised and its extension for a further penod of 2 years 
was recommended to the Impenal Council, Sir Edward 
Eaw urged these fresh grounds in support of his motion . 

‘The silver from which the rupees are to bo corned naturally has to be bought 
and under the provisions of the present Act, the Secretary of State has been obh- 
ged to use his Treasury balances — ^the resources outside the Paper Ourrency 
Reserve — ^for the purchase of that silver, and this has caused considerable diffi- 
culty Being unable to touch the funds in the Paper Currency Reserve we were 
obhged to find fresh money for our purchases and the result was that we were 
loolong up mone y in two different places at one and the same time for one and the 
same puipose We were holdmg gold which, owing to the requirements of the 
Currency Reserve, we could not touch, and we were holdi n g Silver to bo corned 
into rupees to be put, when corned mto the Currency Reserve in place of that 
Gold. The proposals now made will enable us to comader Silver bought for coinage 
as forming part of the Currency Reserve and wiU enable the Secretary of State 

• The Government of India liave themselves supported this view In their letter Ifo 144 dated 
26th April, 1908, to the Secretary of State 

The natural method of maintaining a reserve of bullion for coinage purposes would be to 
purchase the amount required from revenue and to replenish It from the same source as requtr^ 
from time to thne This would, however. Involve either the reduction of our balances by about 
21 million sterling, which Is quite Impossible, or the raising of an equivalent amount by borrowing, 
udth its attendant chaige or Interest We are of opinion that this charge may fairly be thrown 
upon the Gold Eeserve Pimd, and that there Is nothing inconslstont with the purpose of that Fund 
In the measure which we propose. The effect no doubt Is that the 

amount so held wUl not be earning Interest In the meantime, but having regard to the rapid pro- 
gress of our accumulation of Gold In the (^Id B-werve Fund In the past five years, we consider 
that the question of Its further accretion by interest is now of less importance than the formation 
and maintenance of a suffloient reserve of sliver bullion Our currency system Is unavoidably arti- 
ficial, and the profits arising therefrom should be primarily utilised, not in breeding Interest, but In 
protecting It against the rishs to which an artificial system Is liable." 

14 
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to VK) the Gold In tb« Ctnreocy Rcecrre for the pnrohaao of riher 3Tjii atrango] 
ment-iriDbeftgreatoQnTBCiieoceaodBaTfj w tbo necearftj of flndbg awaay for tbo 
pQTohoa of Fil?or” 

Two years later, when the mam provisrons of this aet 
were made permanent still newer arguments were pnt 
forward. The advantage had by this tune come to be 
reahsed of holding a large reserve of India s Gold m Eng 
land as a support of exchange m a time of crisis It was 
urged that the money held m England would be readily 
available to support exchange m case of a d iminish ed de- 
mand m Elngland for the rupee currency 

It need scarcely be said that the arguments advanced 
by the Government m support of their pohcy of trans- 
ferrmg substantial portions of the Paper Currency Reserve 
to England have never met with pubhc approval m India 
It IS noteworthly that the Government of India, too, 
erstwhile entertamed a different — and altogether opposite — 
view m the matter and it is not difficult to conjecture that 
the suggestions or influence of the Home Government 
may have been at work in brmging about a change m 
then views It appears that when the question of re- 
gulating the Paper Currency Reserve with an eye to its 
effect on the stabihty of the exchange value of the rupee 
was mooted m 1896,* Lord Elgm s Government exptesed 
themselves thus 

We beBeve that ctroog objeotloa voold bo tahos to oar matJpaUttng the cor 
rtooy i i-^wTTii trith the faitcnticsi of prodadog any efleot npon the exchange T»hie 
of the ropcii For the eome rcana m are IocIId^ to doobt irbothor when a mea 
enro affecting the cnrrenoy lu ee it e b propoeed from the point of rfair of paper cor 
rcttjy rware, ixne and alinple iro ought to aDoir oartelTca to be Influenced bj the 
pcaeibV) effect ■which a menture dedrable from a Cuiicnoy Resetm point of riew 
may hare npon the exchange rahie of tbe rnpen. 

This view was expressed m 1896, when the Gold 
Standard Rcsm’c was not yet cstabhshetL Now tliat the 
Go\emnient have got nearly 33 crores of rupees in the 
Gold Standard Reserve with the a\owed object of devo- 
ting it lor maintenance of the cxdiange v aluc of the rupee 

3nf froa lb* Oorrmairttcf till* le lb# »«nUr7«l 
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there could be no possible justification whatever for keep- 
ing any Gold of tlie Paper Cunency Reseiwe in England. " 

In 1900. Sir Eduard Law, Finance Heinber of the 
Imperial Council, wrote an exhaustive minute on the cur- 
rency admimstration in India. In this minute, — ^u’hich 
elicited from Lord George Hamilton, tlien Secietary of 
State foi India, an expicssion of Ins “Ingh appreciation of 
“the ability with which Sir ICdwaid Law has tieated tliis 
“important subject and of the caic shown m dealing wdth 
“various questions of detail connected with U ," — Sii 
Edward refers to the diveisioii of Currency Reserve foi 
purposes o** the maintenance oi exchange \''alue of rupee 
in the following tenns : 

Tlio Fol? olyccf for wluch tho Curreuev Rc'cnc vn'; onginu)!} con‘?filii(cd ^\n'5 
to provjdo the nccc's.ir} scountv for tho onc.ablnnonL of notw, on prcscnt-ation^ and 
there cerlnmly no idci of tifiliping the funds so licld for c\elinngo or any other 
pxirjKj'^c not diTtclly connected wjlli rccuntj for the note issue Tho connection 
which has nowdnsen beUveen tho Currency Rc^erxe and tho ninmtenauco of os- 
change appears to me to haxc come about in nsomcMlmtfortujtiouij manner 

Further on, m the same miuute, he again refers to 
this subject : 

The fact is that wiKn the funds m the Currency Reserxe xxcro diverted from 
their original purpose and tahon ns providing security for tho mamtcnanco of a 
steady exchange, a radical and pcrlinps imcontcmidatcd change ivas introduced, 
and at the nsk of being considered somenhat ronsenntr c I would venture to sug- 
gest that it would be more prudent to rc\crt, ns far ns possible, to origmol condi- 
tions as regards the treatment of these funds Tho ongnial conditions nro that all 
funds m tho Currency Reserve must primarily bo held with tho object and for the 
purpose of securing the prompt conversion of notes into such com ns tho pubho may 
legitunately requure 

As regal ds the utilisation of the Paper Cunency 
Reserve held m England for purchasing silver, it trans- 
pires that the Gold held in this Reserve m England was 
not utilised foi the recent laige purchases of Silver, al- 
though nearly 000, 000 weie lying in the Bank of England 

* Government liavc tried to popuIarlBo cnrroncy notes and meet the ■wishes of tho commer- 
cial commnnlties by making universal currency notes up to tho value of one liundred rupees They 
Iiavo not been able to mako all currency notes unlvoraal because of tlie dlfflculty of mooting tho demand 
of coins on presentation WTtU a largo quantity of our Gold la India and distributed over aU Im- 
portant centres, our power of successfully meeting any demand for coins will be enormously Increased 
As 1 cars pass and people get used more and more to gold coins, It may bo possible to make all currency 
notes unlversaL it mil bo an enormous advantage to trade and commerce, and at tho same time It 
■will etiU farth“r popularise paper currency and largely IncmasB Its olrculallou — Sir Viih^Mtss 2Yko 
Icrsey, in the Iwpericcl LcffieMae Cot'Mcll, on 22 3 1912 
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for this special purpose. Itjappears these purchases of 
silver were financed through the agency of council drafts 
sold by the Secretary of State for India for the purpose. 

With a view, however, to allay pubhc feehng m the mat- 
ter a clause has been inserted m Act 1902 pemuttmg the 
Secretary of State to transmit to India for retention m 
this country the Gold received on Paper Currency account 
m England. But this permission has, perhaps, never 
been availed of and while the clauses pertaining to the 
drainage of Gold out of India have been vigorously acted 
up to and nine crores worth of Gold belonging to India m 
the Paper Currency Reserve is now held back m London 
this later provision has rema ned a dead letter to this day 
The mjustice to India has not ended here. The annety 
for preventing India from importing Gold has gone so 
far as to lead the Government to utdise India s own funds 
in purchase of gold corns shipped from Austraha or 
Eg^t to India m payment of her exports, and diver- 
ting that gold duect to England • 

A charge of i-32nd. per cent per annum is levied by 
the Bank of England lor the custody of Gold of the Paper 
Currency Reserve held by that Bank m its vaults 

Tie amounts paid on this account m different years 
are as under — 

1905 6 £ii 1906-7 £ 1 703 1907-8, £1,864 1908 9 
£i 155 1909 10 £477 1910 II £871 , 1911 12 £1,484 

1912-13 £i 711 Total, £9 276 or Rs 1,38 140 

This IS an extra loss to the Indian Exchequer 
The Stoiy ol Stcrllnir Securities 

The first thoughts about the conversion of a portion of 
the Paper Currency Reserve m sterhng sccuntics acre 
sown by Sir Edward Law In Ins nunutc dated aSth J unc 
1900 he proposed tlie gradual disposal of tlie 10 crorcs 

Tb* H dfrmlaa Aojtr»li» ud f47rtUa GU4lJr(nU (tL41* 

to rt^Ual kOtftfivtb atl ecku CUttet \L 
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worth Ivupcc paper, by i-'elHntt erne crorc wortli cvcr>^ 
\ear, and invc-'^iint; the money in the 3hilJb]i ‘•ecuntics 
When proposal Cvatnc np ijcfore Loid Cur/on of 
3vcdk\''lon. his lordship remarked : 

S r r^l t rl L.'t } ^'.4 r ' {o rtn\itt {Ii>' jirr cut iinc (mrnto in 

r w ^ r* >•/ > Ii 'J,“. t (J u r n I! f’lt S'x'jno* " ” He tit not pnr tiu\ oflip" 

jf.i' 'n fvC e . i a »• tV rv* {<> ir 'v vc* run (t'eil of lir 'nfctblu Goltl f: cun* 
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Lord George Hamilton, to wliom Sir Edward Lawn’s 
propo.^als were, later on, referred for consideration, saw^ 
senous rca*^ons a'ljainsl tlicir adoption and was unable to 
sanction them ]hit when the Act of 1905 was 
actually passed, the Government of Xncha took powders to 
invest two crorcs, out of the invested portion of the 
Reseiwe, in the Bntisli securities, and in 1911, thej^ raised 
this class of investment to four crores of rupees. 

The feeling of the public in India is that the Paper 
Currency is issued in the form of vouchers paj'-able to 
bearer on demand m India. These voucheis are legal 
tender wathiu the limits of British India oulj’- The 
currency is thus purely an Indian concern, issued and 
encashable rn ludra. ^^Tlateve^ benefits are, therefore, to 
accrue from it, they should be confined to India alone. 

Apart from Port Trust, Municipal and other department- 
al and local loans rarsed m India on the guarantee of le- 

• Letter Lo. £32 dated I3ili December, 1000, from tba Secrctarv of State to the GoTcrnmont 
of India 
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payment, or on the guarantee of the payment of mterest 
thereon by Government, the Government of Toilni owes m 
Imperial Account and chargeable on the revenues of India, 
a sum of no less than Rs 1 39 96 36 205 as under — 
Amount of public debt raised tn India outstanding 
on gist March, igra * 

4i % Holkar s Railway I/jan (due 

1971-78) 1,00,00,000 

4 % Scmdia Railway I,oan (per- 
petual) 1,50 00,000 

4 % Rampur Railway Loan (due 
after 1918) 47,00 000 

4 % 1887 Gwahor Loan, (pajmble 
12 lakhs a year) 1,46,00,000 

3j % Loans 1,26 91,37 000 

3 % Loan of 1896-97 (due after 
1916) 844 88 100 

Loans not bearing mterest 17,10 505 


Rs 1,39 96 36 205 

If the Government of India were to mvest all the 14 
crores provided by law for mvestment m securities m the 
rupee paper, not only would the demand and value for 
such paper be enhanced but it would also grow more popu- 
lar and m future pave the way for greater mcrease m the 
amount of private capital obtainable by the Government 
of India for utilisation on their pubhc works 

Apart from these considerabons, the 4 crores of rupees 
invested m England consist of 2! % consohdated 
Stock, whereas m India the money is invested m the 
Government of India 3! % rupee secunbes The mvest- 
ment of 4 crores m England at 2I % instead of m India 
at gi %, causes a loss to the Imperial revenues of India to 
the extent of Rs 4 00 000 every year 

The Invested Portion of the Reserve 
A proposal is afoot that the notc-arculation has cx 
ponded so rapidly of late that a further lucrcasc m the 

u* k rtbira d»i*d KnH Hit, l*U. tT il>» Coer*J^nt 0*a*nJ U laU ial 
cnn cl llm cl cnan^t. 
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invested portion of the Paper Cuiiency Reserve may safely 
be made. It would appear that no definite principles have 
hitherto been determined as to what portion of the Reserve 
ought to be locked-up in securities. The amount of 
funds invested in securities might naturallj^ vary from time * 
to time as the circulation of notes, which is regulated by a 
multitude of circumstances wliich cannot all be foreseen 
or estimated ahead, rises or falls. From a statement 
issued by the India Office, it appears that the percentage 
of securities to the gross circulation has on different 
dates been as under : 


Date. 

Gross circulation. 

Securities. 

Percentage 
of ficountiea 
to gross cir- 




culation 

31-3-1863 

4,92,60,000 . 

68,48,860 

13.9 

31-3-1873 

11,13,50,610 

5.69.39.530 

51. 1 

31-3-1883 

14,50,64,080 

5.99 99.970 

41.4 

31-3-1893 

26,40,18,200 

8,00,00,000 

9.99.99.946 

30.3 

31-3-1903 

35.72, 36, 070 

28.0 

31-3-1913 

68,97,78,240 

13.99.99.946 

20.3 


As, however, a considerable portion of these notes 
is held in the Government Treasuries and the Head Offices 
of the Presidency Banks, it would hardly be prudent to 
base considerations for ascertaini n g the proportion 
of securities to total issue on these figures It would 
obviously be desirable to first deduct the amount of cur- 
rency notes held in the Government Treasuries and in 
the Head Offices of the Presidency Banks from the above 
amounts and find the actual amount of notes in the hands of 
the pubhc, before discussing principles of mvestment. 
The “active circulation,’' and the proportion of invested 
securities thereto, would appear from the following state- 
ment — " 

* In official nomenclature the term “gross circulation," probably, means the value of ah notes 
that have been Issued and not yet paid oil , the "net clrcnlatlon" Is the above sum less the value of 
noto held by the Government In their own reserve treasuries , and the “active drcnlatlon" Is the 
‘net’ reduced by the value of notes held at the Head Offices of the Presidency Baiiks If this Is so, 
the figures of ‘‘active circulation" are a bit misleading and do not quite correetly Indicate ionafidc 
public circulation as no allowance Is made for the large stock of notes held by the Government In 
their own district treasuries, which can hardly be called as being In actual circulation amongst the 
people. 
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Active Circulation of Notes * 
{In lakhs of Rupees) 


Yean 

IfflTtmnm. ’ATTnfmmn. 

Arwago. 

Held in 

Percfotaga 
of aeoimtka 

1896-97 

22 38 

2057 

2140 

seotuities. 

10 00 

to dronlatktL 

46% 

1897-^ 

21 20 

1944 

2035 

10 00 

49 

189^9 

2249 

1943 

2079 

10 00 

4 §% 

1899-1900 2441 

2194 

2285 

23 09 

10 00 

43 % 

1900-01 

25 02 

23 86 

10 00 

42 % 

1901-02 

2440 

22 39 

23 16 

10 00 

44 % 

1902-03 

2735 

2393 

2574 

10 00 

39 % 

1903-04 

30 30 

2744 

28 70 

10 00 

34 % 

1906-07 

3645 

31 15 

3398 

12 00 

35 % 

1907-08 

35 04 

3261 

3381 

12 00 

35 % 

1908-09 

34 95 

31 13 

3293 

12 00 

37 % 

1909-10 

4147 

341? 


12 00 

31% 

igro-xi 

4095 

30 56 

3846 

12,00 


1911-12 

4461 

38,44 

4198 

12 00 

29% 


We notice m India a phenomenon m connection with 
her note-issue, that is snffiaent to mdicate that though 
the cnculation has enormously mcreased the bulk of the 
people at large have not yet taken to the currency notes 
m the same confiding manner as they have done to the 
rupee. In every other note using country the circulation 
of the notes expands m the bu^, and contracts in the 
slack season But in India this is not precisely the case. 
The circolation is larger m slack seasons owing probably 
to the fact that the Government Distnct Treasuries, the 
Presidency and the other Banks and large merchants use 
currency notes as a convenient method of holdmg their 
r-asti biances That is surplus rupees not required for 
immediate requirements flow back into the Paper Cur 
rency Reserves When the harvesbng of crops begins 
and the small cultivators have to be settled these notes 
are gradually cashed and rupees are released The rend 
mg of ngncultural products m reUages and markets 
necessitates large disbursements of funds rao 3 tl> to pctt> 

. ui-o rTW2.ll* 

OlIeUllrtt«T Vi>.E>idlUt4 IHb ADjiut, tmt to tlw rt hUt tj* l^du. Tt*** 

to IVII 1 . &t« Corniwy uu i’MiM*' tr7 1'Mi'iKir i U. Krrtwt, ^ 
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dealeis in Ihe fonii of lupees. lUiterate money lenders, 
village artisans, and cultivators persist m being paid in actual 
coin. This indicates that the S3’’stem of using papei money 
has not j’^et ingrained itself in the hearts of the people and 
it has not yet become a second nature with them. 

Taldng all these facts into consideration, it would, 
perhaps, be hardly prudent to lock-up a large portion of 
the reserves in securities Many people hold that the pro- 
portion of reseiwe invested in securities ought to be res- 
tricted to 33 % of the average active (not gross) circulation. 
I think even in an advanced country like England, where 
notes and cheques have to a laige extent displaced the use 
of actual coin, and notes aie not looked upon with the least 
suspicion by even the most illiterate and backward classes 
of the people, the fiduciary portion of the Reserve held by 
the Bank of England against its note-issue averages about 
one-third of the circulation. If this be so, it is most im- 
portant that the invested portion of the Reserve m India 
ought not ordinarily to be more than 33 % of its average 
active note circulation. 

In view of all that is written above it ought to be 
distinctly laid down that all further investments in the 
seomties, in the Paper Currency Reserve, shall be made 
in India. The Paper Currency is entirely a pure Indian 
concern and people cannot help believing, when any por- 
tion of the Currency Reserve is held either in the form of 
British securities or m Gold at the Bank of England, that 
the treatment meted out to them by the Government in 
monetary afiairs is not only not m conformity with their 
own wishes but is entirely subversive of all feelings of 
national pride and self-respect of the people. And the 
growth of such ideas cannot but be prejudicial to the 
popularity and extensive use of the paper money. 

The want of elasticity in our System. 

When the Paper Currency was first introduced, it 
was understood that it would impart a sort of dastiaty 
to the general currency system of the country. This 
15 
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elastiaty js secured m England by the Bank of England 
discounting a greater volume of Home Bills m the busy 
season, and increasing its note circulation temporarily 
without a corresponding increase of metalhc reserves In 
India, however the benefits which ought to have accom 
panied the mtroduction of the Paper Currency are not 
yet conferred on the people by the Government of India, 
who control this system There is no method m India, 
corresponding to that of England, whereby any temporary 
stringency of money durmg busy season could be reheved 
by the use of some latent capacity of expansion m her cur- 
rency India s money IS bemg freely lent m England at very 
low rate of mterest (averaging about aj % per annum) but 
the people hving m the cormtry itself suffer every jear 
great difficulties from want of suffiaent capital to meet 
trade requirements The mterest on the secunty of 
Government paper goes up to 7, 8 and 9 per cent during 
almost every wmter m India, while people m England ore 
comfortably usmg India s money at 2} % * 

Our currency system is mtemally qmte inelasbc. 
There is no source by which any temporary mcrease in the 
media of exchange could be effected, except by import of 
capital from England. A remedy to such on unsatisfac- 
tory condition of affairs could be had at hand, if the Govern 
ment would cease to regard the note reserve ns a dose 
preserve' of their own to the temporary use of which 
the Indian pubhc may never aspire The rapid 
growth m the circulation of notes and their populan > 
seem to indicate that the restrictions regard i ng the 
retenbon of the entire liqmd porbon of the Paper Currenc} 
Reserve mtact may safely be relaxed m so far ns to lend 
a part of it on first dass security, for a few months during 
tlie busy season. That this could be done without m the 
least endnngenug the stability of the currenc> sjstem and 
to the great advantage of trade m India is admitted 
bj the highest nuthonhes on economics and finance 

II I%Ib rmtvarf g tf i'tf flu wt to HTtfttlJ 

et nUb ultmllatiBiteUxanM djbt&tr'rtt. 
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A definite proposal foi utilising the funds of the Paper 
Currencj^ Reser\7-e for assisting the nione}^ maiket in India 
in limes of striiigenc3'' was put forward befoie the Govern- 
ment of India b}'' the Bank of Bengal in a letter dated the 
2nd Decembei, 1899 : '• 

Tlio buggestion which my Dircclors would make is that wrheu tho Bonk rato 
uses to a height that mdicatcs undue pressure, tho Presidency Banka may bo able 
to relj on procunng loans through tho Comptroller General either from tho RcsoiTe 
Trcasm% or faihng this, from tho Paper Currency Reserve, at tho current lates for 
demand loans on Goi ernment paper, rising and faihng therewith In submitting 
this suggestion my Director? desne me to state that it is made wnth tho sole object of 
ensurmg a steady supply of loanable capital at moderate rates Tiiese loans would 
jicld profit to Government, and benefit all who arc mtorosted m a steady money 
market, wlulo tho Bnnlc would undertake, without profit to itself, tho risk and labour 
im olvod Directors would also submit that tho Paper Currency Resoivo is tho 
most suitable fund to devote to this purpose, not only bocauso it is largo and steady, 
and, ns evpericnco has shown would have been found ample from fimt to last to have 
relieved each monetary pressure from which India has bufferod, but because it is 
to tho Paper Currency that other nations look for assistance at times of mone- 
tary straui, and if effect is given to tho proposal now made, tho elasticity of the 
central bankmg losourccs, of which tho Indian money markets were depnvod 
by tho transfer of the Paper Currency to Government, will be restored 

The above i^roposals did not, however, meet with the 
ai^pioval of the Government of India, who in their letter 
to the Secretary of State for India dated i8th January, 
1900, remarked 

Rcgardmg the general danger mvolvcd m the finanomg of trade by the Govern- 
ment, we have before us tho words of Lord Salisbury’s despatob of 6th May, 1 875 , 
“Capital supphed by Government and nob representing the savings of the community, 
“is a resource on whoso permanence no rehanoe can be placed, and which therefore 
“tends to lead trade into dangerous commitments” The warning conveyed m 
those words still holds good 

- The grant of loans from the Paper Cnirency Reserve 
was, the Government of India fnither observed, open to 
fatal objections Their duty, as they conceived it, was to 
maintain that proportion of com m the Currency Reserve 
which would be necessary for ensurmg convertibility 
If the proportion were large enough to admit of loans being 
made therefrom, then it was unnecessarily large, and the 
general tax-payer, not any particular section of the commu- 

, « XMfi propoBal was etronely rapportecl by the Bank of Madraa, 
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mty like the Banks should benefit by the substitution of 
secunties for superfiuous coin * It need hardly be said 
that these observations of the Government are not m con 
fomuty with the practice followed by almost every civilised 
Government m the world. If the contention that grant of 
temporary financial rehef by Government to a stramed 
money market would engender m private enterprise an 
undesirable habit of developing the trades and crafts of the 
cotmtiy beyond Intimate means, and would make it 
less dependent on its own resources be really sound, it 
puzzles the people why the Government have allaived 
India s cash balances (which are far more subject to sudden 
calls than the Paper Currency Reserve) to be mvested m 
IvOndon with pnvate borrowers to the extent of nearly 
15 crores of rupees year after year Do not the Govern- 
ment realise that the withdrawal of this huge amount from 
the market at a tune of necessity would senously cnpple 
pnvate resources even of a big market like London ? 
What the pubhc m India regimes is not a contmuous 
help from the Government all round the year but temporary 
rehefs when — and only so long as — the Presidency Bank 
rate has risen over, say, 6 %, thereby mdicating bonafide 
shortage of funds in proportion to demands of the market 
The volume of cash held m sdver and gold coins m the 
Currency Reserve ought it is admitted on ah hands to be 
m px ep«« of the mitiimiim required to ensure converti 
bility m normal tunes of peace and prospenty and, as such 
It IS qmte large enough to enable tcmpomij help being 
given to the Indian money market m times of need. The 
objections raised by the Government of India do not, 
therefore convmce the people and they persist in behev- 
ing that the Paper Currency system loses half of its bene- 
fits and most of its charm if it is bereft of methods bj 
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wHcli tlie volume of curiency withiu the country could 
be tempoiarily expanded by some credit arrangement to 
meet the seasonal demands of trade. 

‘*Great advantages ma3'’ be obtained”, — says Pro- 
fessor Ke3mes in hrs remarkably able and S 3 unpathetrc 
treatment of tlris subject in his work on Indian Curxency 
and Finance, — “if the surplus funds rn the Paper Currency 
"Reserve be used not as a permanent or quasr -permanent 
“loan to Indian trades, birt to provide elastrcity in the 
“seasonable suppty of currency and to make possible the 
"increase in the stock of purchasing power in the fonn of 
“money which is temporarily required in the busy season.” 

And again : 

I think the time has practically arrived when the whole of the hquid portion 
of the Paper Currency Reserve is not required m addition to the Gold Standard 
Reserve proper. A bus^ sca'^on will soon come when the Government might lend 
some part of its reserves m India without endangenng m the least the stabihly 
of its system and to the great advantage of Indian trade. It ought, at least, to 
have the power to do this. 

Paper Currency and the State Bank of India. 

There is some talk about the estabhshment of a Cen- 
tral State Bank for India to take over, among other 
thmgs, the management of the Paper Currency. The 
idea is no doubt very grand and would appeal to most 
people. But, despite its defects and shortcomings — and 
notwithstanding the aiticisms that are levelled agamst 
it — a state-managed paper currency is a more improved 
and a better system than that prevaili ng , say, m England, 
where the paper currency is managed, subject to general 
State control, by the Bank of England. Not that the 
management of the Bank of England m respect of its Note- 
issue Department is in any way open to suspicion or 
objection, but m the peculiar circumstances of India, 
I think the best agency for the management of her currency 
IS the State alone. 

It would be interestmg to know that when the idea 
of establishing a Paper Currency was first conceived by 
Mr. Wilson; the question of employing Bank agency was 
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duly considered Refemng to tins phase of the matter, 
Mr Wilson (m his memorable speech on the 3rd March, 
i860) remarked 

There are pecuHailtlaa In oar podllon in India, and in the ayitem vfalch, oQ 
the part of the Government, I am about to propose, ^rhioh wonH render It even 
more difficult than nsua] to cmpby the agtaay of Bania in TryUn in the first 
place the eystem fa to be unlvaraaL How many jeara ahoold we have to wait 
brfore we could eipeot that any Banha, bowew extcnaive tbdr capital, could 
eetahliah hranohei thrcughoul the whole country for this purpoae T But, again 
ffren though that difflooJty wn got rrer wu hare atiH another which I regard a* 
faisnrmocn table. Our notes are to bo a l^al tender j they are to be roe d red by 
every private penen, as well aa by the Oovemment in diaohaige of aH ordinary 
ctalma. To attach thfa oonditioD to our notes, we moat provide absobto un 
doubted aocurlty for their payment, not only for their nltbnato payment but for 
their convertlhllity Into oedn when required. Wcli, Sr if wo employed the agency 
of a Banh, we abond require not only a depodt of aeourltics which would cnsuio 
the ultima to payment of notes, but also of u proper re aen o of bullion, to teoure 
their prompt and immediate payment Wo could not moke them a legal tender 
on any other canditkta. WcU ^t the business of a Bank establbbod npcai such 
a aoale could not be, and H would not bo desirable that it •hould be, couQued to 
the fasue of ootea It would oxtoid to all other banking business. It would bok) 
depoeUi, It would bold hffii of exchange, it would dfaoocmt and negoUate nerom 
tHe paper i in short It would havo a great variety of oreditoa other than those who 
held ifa notes. Would it (ben be pnoUeable would it bo fair towards the great 
body of its creditors, If >0 Lirge a abaro of Its uweta, as I hare said, should be set 
erido 08 aocurlty for its notos in favour of ouo class of Its creditoTi, to the possiblo 
Injury of oil o^bsr oassoi T Would It be fair to protect the noto*hold«a at the 
posalblo risk of the dcposltori ? On crciy 

ground then while wo wish to aoe hmiVIng catablfabmcnts extended, sro bare 
come to the coedo^on that wo cannot oTsJlouTscJrcsd Ihoagencv oiBanks lora 
general Indian Paper Cnm n oy 

It may no doubt be true that smee the above opimon 
was expressed, India has passed through many changes 
We can m the jear of grace 1913, bnug mucli better 
cxpcnence and wider knowledge to bear on the subject of 
a bank organisation than Mr Wilson s ideas and Tuany of 
his objections to the control of paper currency by a banl 
have, through lapse of tunc altered arcumstanccs and 
undreamt of dei’dopments lost much of their force and 
antagonism The note circulation in India has so wonderful 
ly expanded and it has built up such a magnificent re en e 
that the biggest and best managed Banl m the world may 
well co\et to hare a hand m its management But, as 
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]\Ir. Thomas Smith, Agent of the Allahabad Bank, aptly 
lemaiked in his evidence befoie the Royal Commission, 
Bank notes "would not for many years cairy the confi- 
“dence which the existing Sirkai’s notes do, and the recent 
"marked development m note circulation might be seri- 
ously checked ” 

Booking deep into the subject one discerns that the 
leal object of the bureaucracy m tiansferring then own 
burden on the shoulders of a State Bank is, perhaps, not so 
much due to a desire of relief from the bmden of banking 
functions which the Government of India have taken upon 
themselves of their own free will and accord, as to avoid 
the fire of criticism that has of late been directed 
towards them in respect of their management of the Indian 
Finances and Curiency. 

Mr. Lionel Abrahams, Permanent Assistant Under- 
secretary of State for India, had in fact owned this fact 
when m reference to a question put to him by Mx Austen 
Chamberlain, m the course of his examination before the 
Ro3^al Commission on Indian Fmance and Currency (1913), 
legardmg the advantages to be gained by transferring the 
work of the sale of Council Bills to the pioposed State 
Bank of India, he admitted that the gams were not very 
substantial, and added . 

We, in the India Office, as I dare say you realise, are not in any cowardly sense 
afraid of cnticism. We often feel that we have lo face adverse ontioisin in the 
discharge of oni pnbhc dnty, but pntna facie if there are two methods of doing a 
piece of busmess, one of which may expose you to cntioism .... 
and then there is another method of domg busmess which is likely to avoid that 
cnticism, the second method has, so far as it goes, an advantage If the Secretary 
of State sells five milhon pounds extra bills m the year, there is always a possibi- 
lity that be may be onfaoised. I do not say that it is very senous or that he would 
be much hurt by it. If the (proposed) Bank of India, corresponding, say, to the 
Bank of Japan, sold five milhons extra bills m the same year, and m the same way, 
people would probably say — “Of course, these masterly bankers know their own 
busmess”, and there would be advantage m the avoidance of cnticism. It is a 
pomt of perhaps much greater importance, that this selling of bills by the Bank 
would go with the transfer of other Government business to a bank I mean if 
it were a question of merely transferring to a Bank the sale of Council Bdls and 
nothing else, then the only advantage would be the one which I have mentioned^ 
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and an that aoooont It vonld not be worth while doing It hot if jon odd to tt the 
tramfor to the ‘RanV of the iwvllng q( b^lajicei both in 'RngtuTvl wrw^ in wnd 
wrth oertain other adTontages then the emnnktive affect might be o c i Tari i Bi blo. 

The majonty of Banks m India say they do not re- 
quire additional banking faahties proposed to be con- 
ferred by the creation of a State Central Bank of India 
The people themselves are not convinced of its advantages 
Where, then, is the necessity to start a huge Bank, if not 
to shelter the bureaucratic acbvities from criticism and to 
avoid the searching hght of open examination on the free 
mvestment of India s funds m England 



CHAPTER y\. 

The Apple of Discord. 

There are no high officials whose business it is to make 
finance the chief study of their life. The Financial Secretary- 
ship is an incident m the career of a successful civilian. A 
Finsncial Member of Council is apt to come to the pecul’ar 
problems of his office with a fresh mind. Thus the financial 
officers of Qoveriimcnt spend five years or so in mastering 
a difficult subject and have then reached a seniority which 
warrants promotion to duties of some other kind. So far 
as the Government of India are concerned, questions of 
finance and currency are in the hands of intelligent amateurs 
who begin wi^h the timidity of ignorance and leave off just 
w'lien they are becoming properly secure of theii ground. 

It is not astonishing that the centre of power in these mat- 
ters has tended to gravitate to the India Office and the 
India Council in London For the officials and advisers of 
the Secretary of State have grown up in familiarity with the 
problems of Indian currency. Control from the India Office 
is aways looked on, from an instinct often founded on 
wisdom, with jealousy and with suspicion ; but in questions 
of currency they are likely, as things now are, to have the 
wider knowledge and experience Yet the element of con- 
tinuity supplied by the India Office— though, as I read the 
history of the last decade, it has been invaluable in guiding 
the evolution of the currency — is no proper solution of the 
difficulty. — Prcfessor John Manyard Keynes M A 

The Growth of Cash Balances. 

Prior to the year 1872 the rate of exchange at which 
the Secretary of State could sell his drafts on India did not 
fall materially below 25 the rupee In 1872-73 the ave- 
rage rate stood at is -10 ^54d the mpee But, m conse- 
quence of the fall in the value of silver, the exchange 
rate thereafter began steadily to dechne In 1875-76 
the average rate foi the year was is -9 626^ , m 1877-78, 
IS -S.ygid , in 1885-86, is -6.254^ » 1886-87, is -5.441^/ 
in 1887-88, IS -4 898^^ , in 1890-91, It shot up temporanly 
to IS -6 . o8gd and dropped again to is -2 . 985^? in 1892-93 
and to IS -i lood in 1894-95 

Such a steady dechne was a continuous source of 
anxiety and disturbance Vto those responsible for the 
10 
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finances of India For the penod from 1872-73 to 1898-99 
there was an average deficit between the amount provided 
m the Budget-Estimates for and the actual drawings of 
the Secretary of State of ^^837 525 per year On several 
occasions the sale of Bills had to be suspended for months 
together 

The unsteady condition of the exchange reflected 
itself m the mcreased amount which had to be raised from 
revenues m India to meet the Home charges Thus in 
the year 1895-96 the stun realised in England by the sale 
of Coimal drafts was £17 664492 against the payment of 
s 31 08 54 373 from the treasuries m India representmg 
an average rate of is i 6381/ per rupee. Had the same 
sterling sum been remitted at the average rate obtaining 
m 1872-73 the sum m rupees representing the same remit- 
tance would have been Rs 18 63 17 925 or a saving of 
Rs 1245 36448 m one year s drawungs 

To meet the hiatus caused by this depreaation m the 
value of the rupee fresh taxabon had to be imposed 
Thus the Income Tax was imposed in 1886-87 salt duties 
were mcreased m 1888-89 unport duty on petroleum and 
Some other minor measures were mtroduc^ m 1888-89 
customs dubes were widened and enhanced in l8p4-<>S 
import duty on foreign cotton goods and excise dutj on 
cotton goods manufactured in the country were introduced 
in 1895-96 

The Government were confronted with incrcasmg 
deficits every year , new taxabon could not be imposed 
aii infiiutitm The problem was how to impart steadiness 
to the exchange \ alue of the rupee. Achng on the rccom 
mendabons of the Herschcll Committee tlie Indian nunts 
were dosed in 1893 The effect of tius step was that the 
exchange soon bc^n to get steadj and rise higher In 
189697 It stood at an niemge rate of is 2 4501/ in 
189S-99 it mounted uii to is 3 9788 and has stood stcadj 
nt rs 4d since 1900 
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- The increase m revenue occasioned by the taxation 
which was imposed during the days of unsettled and de- 
clining exchange is roughly calculated as under : 

(lakhs of Rupees). 

Income Tax (approximate) . . . . . . . 200 

Import duty on Petroleum * . . . .68 

Increase in Salt duties (as estimated at the time 
of imposition in 1888-89) . . . . 172 J 

Enhanced and widened customs duties (as esti- 
mated at the time of mtroduction in 1894-95) . 135 
Import duty on cotton manufactures. . . 190 

Excise duty on cotton goods * . . . . • • 55 


Total mciease . 820J 

Against this, however, there should be set off a net 
reduction m cotton duties (effected in J anuary, 
1896) estimated at about . . . . . . . . 45 


Net increase 775J 

When exchange got steady and surpluses began to 
accrue and grow large, the Government of India 1 emitted 
some portion of the above increase in the form of certain 
concessions and reductions m the incidence of taxation 

(In lakhs of Rupees ) 

The salt tax has been brought down to its 
former level This wipes off . . . 172I 

1903 Exemption from Income Tax granted to 
private mcomes below Rs. 1,000, estimated 
sacrifice of revenue . . . -36 

1905. Postal reductions and abohtion of Famine 
cesses , estimated sacrifice of revenue . . 30 

1906 Abohtion of certain land cesses , estimated 

sacrifice of revenue . . . . . . 82 

1907 Postal concessions . . . . . . 22 

Total 342I 

It may be noted that there has been a rapid and all 
round expansion in the revenues of the Government durmg 
the last thirty years The periodical re-settlements of 


* These llgiircs nro tahen from the Budget of the Govcminent of India for 1913-14 
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The balance at credit of the Post Office Savings Bank 
on 31st March 1912 amounted to Rs 18 89 87 500 The 
balance of the Postal Bife Insurance and Annuity Fund 
stood on the same date at Rs 86 15 243 The mcreases 
in these funds have no doubt contributed their quota to 
the inflation of the general cash balances 

But even when due allowance is made for such mcrease 
as may have been effected from the above sources the 
rapid rise m the figures of cash balances would clearly 
show that either the people have been heavily taxed 
or the Government have borrowed more funds than were 
actually required There has anyhow been a heavy with 
drawal of money from the capital available for the use of 
the people and m a country like India suffering from a 
chrome want of cheap capital such a huge dram cannot 
but retard her economic development 
Coaaclls and Transfers 

The steady enlargement of the cash balances held bj 
the Secretary of State for India has been rendered possible 
owing to large surpluses of funds n India occasioned by 
(i) overtaxation or o\ er-borrowmg or both combmed 
with (2) mcrease m deposits of pnvate savmgs vnth the 
Post Offices 

Smee there is always a large balance of trade m favour 
of India merchants and bankers instead of shipping 
gold to India m payment of India s dues tender tlic 
same to the Secretary of State m London — owing to 
London being a great centre of trade a large part of the 
world s mtemational debt is adjusted m the London monej 
market — and the Secretarj of State ssues Bills of Ex 
change on Indian Government treasunes at Calcutta 
Bombnj and Madras where on presentation rupees are 
dehvered and then distnbutcd all over India 

The method of drawing funds from India to meet 
Home charges by means of Bills of Excliangc on 
India is said to date back from tlic early part of the 
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Inst century. Reference is made to tlicse Bills of Ex- 
change in the coiicspondencc passed between the Court 
of Directors of the East India Coinpau}’ and the Goveinor- 
General in India in 1S13 The sales of bills appeal to have 
been piactised, though somewhat inteimiUentlj’’, from 
183.1 fo 1S57, when they were suspended foi a space about 
5 years In 1862, when the issue of Council Bills was 
resumed, the Sccictaiy of vStatc sold his Bills monthl}’’ at 
a fixed rate of exchange, then foitmghtly sales were 
substituted , now, for main' j'ears, sales of the Bills 
have been conducted weekly 

t 

The proccduie followed is based moie 01 less on an 
auction system and is this On ever}’' Wednesda}’^ a 
notice IS exhibited at the Bank of England inviting ten- 
ders to be submitted on the follow mg Wednesda}^ for Bills 
of Exchange and Telegraphic Transfers on the Goveriuuent 
of India TJie notice states a limit wdiich the aggregate 
allotments wall not exceed. The tenders are opened ab 
the Bank of England at one o’clock on Wednesdays in 
presence of the Governoi or Deputy Governor of the Bank 
and at least one member of the Council of the Seeretary 
of State of India The Secretary of State does not bind 
himself to allot the w’hole amount mentioned m the notice 
As a matter of piactice, he does not accept any apphea- 
tions at prices lower than 15 3 29/32^/ for Bills and 
IS 3 i 5 /i 6 ff for Telegraphic Transfers f. 

In 1904, it was the piactice to make a difference of 
I-32^^ between the pnees of Bills and of Telegraphic 

* There are four classes of Bills dniwn by the Sccrctarj of State for India 

(1) Ordlnarj Bills of B\clmngo sold h\ publle tender cacry Wednesdy, known ns 
‘ Connells ’’ 

(2) Telegraphic Transfers sold on Wednesdays, called abbrovlatcly as "Transfers ’’ 

(3) Bills of Lxclnngo sold on any day excepting Wednesday, called “Intermediates ” 

(4) Telegmplilo Transfers granted on nn\ day excepting Wednesday, styled "Specials ’’ 

t Many people consider that with the closure of mints the necessity for putting up rupees 
to auction In London every Wednesday has entirely disappeared 

In 1007, Lord llinto’s Government In enunciating the principles os regards the method of 
allotting Bills and Transfers observed tliat “there appaars to be no advantage In asking for tenders 
If all the tenders were at the highest rate it wotUd be useless, 

and if lower rates wore offered by the tenderers In competition with each other It would be mischie- 
vous Our aim Is to encourage the tenderers to offer the highest rate which we are willing to accept 
and this end could be boat obtained, and conQdonce Inspired, by offering the transfers at a fixed 
rate The transfers would be allotted In order of application " Though 

these remarks wore made In respect of Bills drara on London, they apply mirtatis muUindts to the 
drawings of the Secretary of State for India ns well, 
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Transfers when the Indian Bank rate did not exceed 6 % 
and a difference of i-i 6 d when the Bank rates were higher 
In 1906 m view of the redncfaon which had taken place m 
the tune occupied by the mails m reaching India from 
Bngland and m the freight of Gold it became the practice 
to make a difference of i-i 6 d between the paces of Bills 
and Transfers when the Indian Bank rates reached 
9 % This difference is calculated to represent the 
approximate cost of mterest on a rupee for the penod of 
a fortnight mtervemng between the date of payment of 
a Telegraphic Transfer and a Bill of Exchange. 

Tenders for less than Rs 10000 are not accepted. 
If two or more tenders are received for the same rate, and 
if the amount to be allotted 13 less than the total amount 
of both or all a pro rata allotment is made provided that 
no Bfll IS granted for a less amount than Rs 5 000 Pay 
ment for Bills allotted must be made at the Bank of Eng 
land within a week 

Intermediate Bills are allotted on all week days on 
the condition that if at the preceding allotment Bills have 
been allotted to the full amount previously annonnced 
mtennediate Bills are only granted at a rate exceeding by 
at least one thirty-second of a pennj per rupee the mini 
mum price at which an allotment was made. If however 
the miTiimiitn pnce has exceeded is 4 3/321/ the rupee 
this condibon is not enforced. The Secretary of State m 
Council 13 prepared to sell intermediate Bills at is 4J</ 
the rupee without hmik If an mtennediate Bill is granted 
on a ihiesda> pajment must be made on the same day in 
any other case pajment must be made not later than the 
following Tuesdaj 

Appheabons for Telegraphic Transfers arc received 
at tlie Bank of England at nn> hmc between ii and 3 
except on Sahirda>-s when the hours arc from ii to 12 30 
Transfers ore granted onl> in thousands of rupcas and in 
no case for less than one lakh except that an applicant to 



ate OP JDISCJORD. t^g 

whom a tiausfei has aheadj^ been giauted at the time of 
weeld}^ allotment of Bills m^iy be allowed an additional 
tiausfer of an amoimt (in thousands of rupees) less than 
one lakh, promded that such additional transfei is paid 
for on the same day as the liansfer originally gi anted. 

The amounts foi which Bills and Telegiaphic 
Tiansfers have been made upto date, with the steiling 
realised, since ist Apiil, aic announced on every Wednes- 
daj’ at the Bank of England. 

The Secretary of State is willing to puichase sove- 
reigns in transit from Australia oi Egj^pt by granting, in 
payment thereof, Telegiaphic Transfers on Calcutta, Bom- 
bay and ]\Iadras. The bills of lading relating to all such 
sovereigns should be made out in his name, or if the sove- 
reigns are shipped before a transaction in respect of them 
has taken place, the bills of lading should be endorsed in 
his favour. 

The date of issue of the telegiaphic transfeis and the 
rate of exchange aie subject to the following conditions : — 

(A) In the case of Gold consigned from Australia. 

At the option of the institution tendering the sove- 
reigns, transfers are granted either (i) ten days after the 
departure from Fremantle of the vessel in which the sove- 
leigns are shipped, at the rate of is. /^d the rupee , or, 
(2) on the day following the departure of the vessel from 
Fremantle, at the rate of is. 4-1/3 2^^. the rupee. 

(B) In the case of Gold consigned from Egypt. 

At the option of the institution tendering the sove- 
reigns, transfers are granted either (i) on the advertised 
date of arrival at Bombay of the nextPemnsular and Onen- 
tal Vessel leaving Poit Said after the date of shipment of 
the soveieigns to Bondon, at is r^d the rupee , or, (2) on 
the date of shipment from Egypt to Bondon, at is. 4-I/32^?. 

the rupee. 

17 
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The pnnaple governing this arrangement is that 
payment onght to be made on the day when the sovereigns, 
if shipped to India direct would m the ordinary course 
have reached the nearest Indian port, and if an earher 
payment is made an extra charge to cover mterest for the 
mtervemng period is added. 

The extent of drawings by the Secretary of State on 
the Governor-General m India is governed uiiet cilia by 
the following administrative considerations 

(1) To dnw from the troafuriai of the Gomnment of doting tbo flfMrwriisi 

ytax the tmoont thet fai leid down In the Budget u n eoea Bary to cnny oat tbo Weyi 
•od Ueflm progrunme of the year 

(S) To draw each farther nmormte oe may be required to pay for poiebuca 
of GOtct boo^t for coinage poipoaee. Sooh poichaaeB ere BomotXmos made oat 
of Gold bdd In the Paper Correaay Cheat bat 1/ — as, wHh roio oxoqjtlooi, 
ia thnya the case— tho mo^et for the Seorotary of State a BOb la atiung moegb 
to enable Um to pay for hU parohaae* of Slim by additiooal of BQU, bo 
take* adnuUage thereof auod the roaorre of Gold in the Camaaoy Cheat la hdd In 
taot flj a aoiegord agdnit riiki of fall In exobanga 

(3) To dnv eooh father amoonta oa an mtccpectcdly prospennu icnaon may 
enable the Goreenment of India to eptit to bo tued towirda the rcdocUoa or 
avoldanoe of debt in EoglamL 

(1) To acQ additknal Billi and Trsnafen to moot the ccorcnlesoo of trade 
Thia procedure wrea, aooietlmea, to avert eximae itringonoy In the London Hooey 
tr«T4rfrf, wbidi would be created if the Sooretary of Stato, by refaalng to acU draf ti 
for the coorenknoo of trade, coSerod largo qoanUtks of ao verdg o a to be taken 
from London to India, for any eorloai dbtorbance to the grenteat monoy market 
of tbe world cannot bat be Injorioas to the trade of India, and to her bterceta aa 
n freqocst b orrower hi tbe Loodoo maiket* to that free laka of Coondl drafts for 
tbo paipoeo of averting each a dbtarboDco b. In the opinion of tbo Socretiry of 
State for India in CoQDoU, At Umee faSy Jostlficd, and, lodeeO urgently req aired 
In tbo i n tcrea ta of Tn<tifi- 

In pursuance of these important considerations, the 
pracbcc which, m addibou to tlie normal vccUy allot 
meats of Bills and Telegraphic Transfers, Ims, since igo^, 
been in force is as follows — f 


Tw t»T r«i I? I**** iMfij OQ UroenU* Urwt la tladui. to 

atfTtoaloofoTtarcnncgt, tiBdinirtUrti «»• 

,, TV 4n«1*r^ h»»T V i tt THt fw tnHJW a 

r>^rttUT irilT*” rar«l »wlh Tnailm •*« fr-il «l«nex Uh ir*** *• to 
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(1) To sell Bills of E>cclinngo invnrnbH without limit when the pneo is as 
high ns Is 4J(/. 

(2) To sell Telegraphic Transfers without limit at Is. 4 6,32(7 if tho Indian 
Prcsicloncy Bank rale of interest does not exceed G % (morcasod to 8 % smeo 1900) 
and at Is 4 3/lOJ. if it exceeds that rate. 

(3) To issue Tclcgraphio Transfers on India m payment for sovereigns which 
tho Scerctaiy of Slate has purchased m transit from Australia or from Egypt to 
India. Tins practice has been resorted to ns a means of preventing an excessive 
import of sovereigns into India 

The facilities for liausfereiice of fuuds from India 
to England, thus offered, have resulted in withdrawal of 
money on an extiavagantl}^ large scale out of India, 

An idea of the hea\^ draudngs made by the Secretary 
of State for India on the Indian treasuries may be formed 
from a perusal of the figures draum during the last ten 
years. In connection with these figures it may be mentioned 
that the rates of exchange obtained have not infrequently 
been well below the gold import point, that is to say, no one 
could have afforded to bnng sovereigns from England or 
elsewhere into India at those rates. This has, often, been 
necessitated by the amounts offered for sale being more 
than could be sold uath maximum advantage to the state 
funds, which is exceedingly objectionable as, in virtue of 
their position as the sole suppher of the coined rupee, the 
Government are always in a position to dictate, within 
reasonable limits, their own terms and if at any time the 
trade is not so brisk as to pay the Secretary of State the 
full value of his rupee, the sales could well be suspended 
for a while till exchange rises — as it does for several months 
in every year — ^particularly as the Secretary of State has 
always got heavy cash balances 01 Indian funds on his 
hands in frondon. 

Mr. Wilham Bernard Hunter, Secretary and Treasurer 
of the Bank of Madras, voiced this view in definite terms 
in the course of his evidence before the Royal Commission 
on Indian Finance and Currency (1913) * 

When exchange weakens, that is when Telegraphic Transfers and Councils 
cannot find buyers at I 5 . 4 1/32(7. and Is. 4(7 respectively, they should cease 
to be offered. (the question was put by the 



132 


CUKRKNCY ORGANKAOTONS IN INDIA 


C^aizmanX ^)3iat h the eascDtial pottion of toot nheme 00 far ai ezcbaege b 
oonoemed T — To my mind It ttotiH strengthen asBiiatigo very moch if ^rvn 
done. When they are unsaleable at those ratee It ahoTTs diitlnotly that there Is 
DO d i imflnd . It la easier to keep exchange up than to hrhig it op again irbra 
ocoe It haa dropped. The best way la to keep It steady 

Mr Webb’s views are still more rigid. He says 

The ealee of Cormcll Drafts ahrmld be strictly Hrnited to the itnn required to 
meet the Home Oargcs, and do allotments ahoold in any drocmstances be made 
bekjw say la. 4\d, to la. ifyt — Le^ about the pr eeait egnf vWit of specie 
point for gold imports Into Indio. Tbe snxa required In Lcaidoo for Hccne Cbargoa 
having been realised^ no further sake of CocnoO Drafts ahould be made exoqut for 
the express purpoee — duly Dotidod to the pcbllo— of purchasing metal for the 
manufacture of further token coinage. Stu^ spcdal sales of CXxmcH Drafts should 
not be made at anything bekur epecle point iai gold imports. 

In order to illustrate my remarks as to the excessive 
drawings, I give below a schedule showing 
Amounts drawn by the Secretary of State for India on the 
Government treasuries rnCalcutta Bombay and Madras 
Average rate Minimum 
Year Amount of Bx^ange . rate of 

Exchange. 

i Sh. ST^ 

1903- 04 23,859303 16 049 15 875 

1904- 05 24425 558 16 045 15 970 

1905- 06 32 166 973 16 15 937 

1906- 07 33.157 196 16 083 15 937 

1907- 08 16,232,062 16 029 15 875 

1908- 09 13 915426 15 931 15 875 

1909- 10 27,006,586 16 041 15 875 

1910- 11 26 783 303 16 060 15 875 

1911- 12 27 058,550 16 083 15 937 

1912- 13 27759706 16 058 15 970 

In addition to the above amounts a sum of £12 238,138 
was remitted by the Government of India to the Secretary 
of State m 1907 08 by means of Bills drawn on, and 
shipment of sovereigns to, London 

The fall m the rate of exchange below the specie point 
13 considered due to cxccssu'c drawings If amounts 
sufficient to meet actual pajments were alone draivn 
tlus loss to the Indian Exchequer would ha\-e been a\ oldcd 
Pubhc opinion m India stronglj cntiascstlic iiolic> under- 
ljung and feels uncomfortable at such heai'j drawings 
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wliich liave been far in excess of all possible lequiiemeuts. 
It is geneiall}^ urged that the India Office is stia5’'ing clearly 
be3^ond its legitimate functions in dra^vlng funds from 
India to cater for international trade lequiiements , when 
once the State’s pioper demands are satisfied, futher ac- 
cumulation of Indian funds in England should have been 
discouraged. 

As a step towards this leform, the general cash 
balances of the Government of India should be considerably 
reduced b3' the inaease of non-iecurring expenditure, the 
budgeting of large deficits and the suspension of fresh 
borrowings for some time to come. 

The Lucky Borrowers. 

The pioceduie regulating the issue of funds from the 
Secretary of State’s cash balances in Tendon on loan or 
deposit consists of placing the money with certain bankers, 
discount houses, stoclv brokers, etc., of standing and respec- 
tabilit3^ A hst of houses that have been foitunate enough 
to seeme the Secretary of State’s apx^roval is maintamed 
in the India Office. Admission to this privileged hst is 
obtained by application addressed to the Broker, who 
communicates the apiihcation to the Accountant-General. 
The Borrowers’ list is scrutinised periodically by the India 
Office Finance Committee. ^ 

In general keeping with its premier position in the 
region of Finance, the India Office scorns to deal in small 
sums and m accordance with the decision of the Secretary 
of State for India ‘doans are made m sums of £$ 0,000 
(Rs. 7,50,000) or in multiples of ;^50,ooo.” 

The usual peiiods for which loans are granted are 
from three to five weeks, or occasionally for six weeks, 

• Commenting on tlio subject of tbeso loans and the composition of the Finance Committee, 
Sir Vlthaldoss Tliachersey said in the Imperial Legislative Council on 22nd Maioh, 1912 — 

" I wish to speak with groat respect of the Secretary of State’s ndvlsers They are eminent 
men, but It Is only necessary to mention the positions they occupy In the world of London Finance 
to show that, human nature being what It Is, they cannot be expected to be wholly free from a cer- 
tain bias Lord inoheape Is a dlroctor of the National Provincial Bank of England, Ltd , — a very 
powerful Bank Sir EoUx Schuster, Bart , Is a director of the German Bank of London, Ltd , and 
also a Governor of the Union of London and Smith’s Bank, Ltd Mr Lawrence Currie Is a managing 
partner In Glyn, Afllla Ourrlo & Co a large and powerful private banking house.” 
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but as lately tbe funds m the possession of the Secretaiy 
of State have been far in excess of his munediate require- 
ments, the loans originally granted for short penods and 
at short-penod rates of mterests have not infrequently 
been renewed from tune to time • 

The loans are granted on the security of the foUowuig 
classes of Government or qnasi-Govemment paper 

India Debentures India Bonds Debentures of 
Hallway Companies finterest whereon is guaranteed by 
the Government) Treasury Bills Exchequer BiUs Ex- 
chequer Bonds India sterling loan Bills Metropolitan 
Water Board Bills and Eondon County Bills These 
are all accepted at par value In respect of other 
Bnbsh and Colomal Government secimbes most of 
these (such as all Parhamentary Stocks or Annmbes 
3i %. 3 % ttnd aj % India Stock and Stock certifi- 
cate Rupee Paper different kmds of Metropohtaa 
stocks , Indian Guaranteed Railway Compames fully 
paid-up Debentures Corporation of London Deben- 
tures Bonds or Bills of Colonial Governments or of 
Mumopahties m Great Bntain with a popniabon 
of 50,000 and upwards provided they mature withm 
next five years) are accepted m secunty at the current 
market value with a cover of five per cent. 

The Accountant-General at the India Office informs 
the Broker daily of the amount of loans that may be re- 
newed on fresh terms of the amount of new loans that maj 
be made or of the amount of loans that must be called The 
Broker is responsible for obtauung the best possible rate 
of interest The pa}'mcnt is made by an advice being sent 
to the Bank of England to place the amount of loan sanc- 
tioned to the credit of the India Office Broker but tlie 
loan IS not actuollj advanced until the requisite sccuii 
bes arc duly transferred in faior of and made o\cr to, the 

Tip* ■Tmpi •«yK9l la ra*ti tal cyi* ( 1 e t erm* el 

an) J}a*rm>aL*d o» r » im i'mntr > Ij IL* IjpJj el li* t-f 0-‘i 

darttvfitarcu tfu 19 rutrulrl mtri <rf 


THB) Oi^ DISCORD. 1^5 

Secretary of State for India in Council, or deposited with 
the Bank for account of the Secretary of State. 

The Broker has been found to be unable to lend more 
than £10,000,000 to £11,000,000 to the privileged firms 
on the approved list. But such has been the anxiety of 
the India Office to benefit the Tendon money market with 
its surplus funds that several Banks — of high standing, of 
course — ^were approached by the Broker to accept the 
extra funds on deposit, without security 

In consequence of the decision of the Judicial Com- 
mittee of the Piivy Council m the matter of Sir Stuart 
Samuel’s seat in Parhament, a note is now punted on 
apphcation forms for loans stipulating that no Member of 
the House of Commons should be adnutted to any share or 
part of any contract, agreement or commission or to any 
benefit to arise therefrom. The provisions of the above 
Statute do not, however, affect the contracts, etc., entered 
mto by incorporated tradmg companies m their corporate 
capacity notwithstanding that such compames may m 
part be composed of, or be managed by, members of Parha- 
ment. 

The India Office seem to have been very fortunate m 
their investments for there have been only two cases in 
which delay or difficulties m the recovery of money due 
were experienced In one of these, there was some loss 
even, but by keepmg the securities held for some time 
longer the loss was recovered from the difference between 
the higher rate of interest accrued on the securities and the 
lower rate of interest on which the advance (£50,000) 
by the India Office was made i 

As an mdication of the large amounts lent out of the 
general cash balances of the Secretary of State for India, 
I give below the maximum amounts held on loan 01 
deposit by some firms and Banks on the appioved list kept 
at the India Office durmg 1910-11 
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Deposits With Banks mihotti security 


Glyn ATilk Cume & Co 

London County and Westminister Bank 

London Jomt Stock Bank 

National Provincial Bank of England 

Union of London and Smith s Bank 

Loans to private firms and Banks 

Union Discount Co of London 
National Discount Co 
Samuel Montagu & Co 
Wedd, Jefferson & Co 
Reeves Whitburn & Co 
Alexanders & Co 
National Bank of India 
Bnghtwen & Co 

Chartered Bank of India Austraha S. Chma 

Hohler & Co 

Sheppards & Co 

Roger Cunhfife Sons & Co 

Lazmd Bros & Co 

Mercantile Bank of India 

Ryder, Mills & Co 

Snuth St. Aubyen & Co 

Baker Duncombc S. Co 

Bnstowe and Head 

Anglo-Egyptian Bank 

J Ellis and Sons 

King and Eoa 

Blydenstem S. Co 

Booth &. Partndge 

GiUet Bros. &. Co 

Haorbleicher and Schumann 

National Bank of New Zealand 

Steer Lawford A Co 

Tomkinson, Brunlon A Co 

Allen Harvey A Ross 

Biederm-um A Co 

Eastern Bank 

Launc Milbauk A Co 

Lyon and Tucker 


£ 

1,550 000 

1.800.000 

1 500.000 
1300000 
1,250 000 


1,150,000 

1100000 

1050000 

750.000 

700.000 
650 000 
550,150 

500.000 
500,000 
500000 

500.000 
450000 
250000 

250.000 
250000 
250000 

200.000 
200,000 
200 000 
200000 

200.000 
150000 
150000 
150000 
150000 
150000 

150.000 
150 000 
100000 
100 000 
100000 
100 000 

I00,0CK 
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Loons to piivaic fnms and Banks — conoid, £ 

iMathey Haiiison . 3 : Co . . . . . . 100,000 

ly. i\re‘=;‘^cl Sc Co . . . . . . 100,000 

Hemy Sliciuoocl & Co. . . .. 50,000 

Tlic following coininents 111 connection with the above 
loan‘d would, jnobably, be found inteiesting 

TIic iiio'-t rorhinilc people it \\ill be iiotiecd, appear (o linac been illcssi? 
SimiicI Mniitagaj (o 'IJun lineippiieiitl, been the rc( ipicnts of wliat amount* 
pi'aclicnlh (o '.(nmluit' loan'- (bat (otaUtd m all about id.000,000 (two millions 
‘Sterling) per .uinum of Indus spire cub for (lie lut (he ;\cir ! It should be 
par(icularl\ noted ilmt the o arc tmong the ‘ sliort oi icmporaiy loans avhicli 
arc giantcal at Ion late-i of inttre-t beciusc tho\ aiv onh foi short pciiods and 
ma\ be leoallod These siiort |>oriods hn\e b\ rojioated frcsli loans, now c\toiided 
through at lout fncacars*' — pn^silih moic — Mi M l)c P Wehh, Jfh^Jicc /firlu/, 
(lOlSlpigoCI (HI 

ITifortunatch the Iioad of (his film (\i/, Messr* Samuel Montagu & C)o ) 
nns: closely related b^ blood to (he Pailmmcndry Undei Secrc(nr\ of State — Pio- 
fossoi Kovnes Jnthfin Curmini and I tnancr, page 142 

A ForttJtiale Broket. 

The figure that emerges most tiiumphaut and lucky 
out of all this contioveisy is that of i\Ir Hoi ace H Scott, 
pnnee of Biokers and the official Broker at the India 
Office The Right Hon’ble the Secretary'' of State, who has 
been a taiget foi considerable ciiticism in the matter of 
investments is foiced — notwathstandiug that he is a Peer 
of the Reahn — to content himself with a salaiy of only 
;^5,ooo a 3'ear, because, forsooth, this is the maximum 
amount fixed for His Boidsliip b}^ the laws of England 
But Jill Scott has not only been immune from such bothera- 
tion and responsibilities, but has been quietlj^ pocketing 
nearty twace His Eoidship’s salaiy as the folloiving state- 
ment w^ould show^ 

Broker's Commisswn £ 

1905- 06 14,313 

1906- 07 10,^2/ 

1907- 08 7,119 

1908- 09 4,603 

1909- 10 7,296 

1910- 11 16,376 

1911- 12 9,980 

1912- 13 7,961 

• Avorago rate of Interest earned on loans given to tlio approved Borrowers 

1910, 2 S4 7o , 1011, 2 10 % , 1912, 3 10 7c, , 1913, (January to Slay) 3 97 % per annum 

18 
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The Broker’s remmieration for his work has, smce 
1888 been a percentage on interest earned. Until ist 
July 1911 the commission was 5 per cent on mterest 
earned on loans on security and one per cent on interest on 
deposits (without secimty) placed with Banks The terms 
were reconsidered by the Secretary of State m Conndl m 
1911 and a new arrangement has been made by which 
2j per cent on mterest earned on loans on security is paid 
up to a mamnum of 000 m any financial year, and ij % 
thereafter and one per cent on mterest on deposits witli 
Banks is paid to hnn In the Gold Standard and Paper 
Currency Reserves i-i6th per cent on sales and purchases 
of R^;iEtered securities on purchases and sales of short- 
dated bearer secunties 1/32 per cent on those maturing 
within one year 1/16 per cent on those matunng in 2 to 3 
years and Jth. per cent on those matunng after three years. 
Prom 1st Julj 1911 the total co mmi ssion to be paid to 
the broker on purchases and sales of sccunbcs in anj 
financial year is not to exceed 500 

"It was shghtly shocking to discover* — says Pro- 
fessor Keynes — that the Government Broker who is 
not even a whole tunc officer tmd has a separate business 
of his own besides his effiaal duties is the highest pad 
offiaal of the Government with the sole cxcepbon of the 
‘ Viceroy He has probably been paid too high even on 
current atj standards 

Tlie total amount paid to the broker by the India 
Office up to 31st March 1913 comes to the respectable 
figure of Rs 18,48 135 {£123 209) 

The PraWency Bunks In Indio 
In order to put foiward tlie case on behalf of the 
Presidcncj Banks in India in true hght, it is ncccssan to 
first menbon the extent of nssistrmce gu cn bj tlie Sccrctat> 
of State for India to the Bank of Lngland in return for 
the Ecmccs rendered to him bj that corporation It 
should be understood that uliercas in India, the help 
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wliick the Piesidency Banks receive from the Government 
constitutes m a large measure the sum total of offiaal 
patronage extended to them, m England the assistance 
given by the Secretaiy of State — substantial as it is— is but 
a small portion of the total patronage and help received by 
the Bank of Bngland from His Majesty’s Government. 

It appears, then, that an understandmg exists between 
the Secretary of State and the Bank of Bngland that m 
order to remunerate the Bank for services for which no 
direct cliaige is made, such as the work done in connection 
with the sale of Council Bills and Telegraphic Transfers, 
the closing balance of each day shall not be less than 
£500,000 (75 lakhs of rupees) As a matter of fact, the 
balances with the Bank of Bngland have been far in 
excess of this sum as the followmg table of balances on 
the last day of each month during the year 1912-13 will 
show . 


Cash Balances with the Bank of England on . 


31-3-1912 

30-4-1912 

30-5-1912 

30- 6-1912 

31- 7-1912 
31-8-1912 
30-9-1912 


£ 

1,351,692 

734A99 

660,583 

2,295,474 

594,123 

662,593 

1,889,592 


31-10-1912 
31-11-1912 
31-12-1912 
31- 1-IQ13 
28- 2-1913 
31- 3-1913 


£ 

574,166 

754,656 

1,800,259 

648,527 

600,508 

1,095,852 


The keepmg of such heavy balances of money free of in- 
terest has been supplemented by the sum of no less than 
about Ten Bakhs of Rupees paid every year to the Bank 
of Bngland on account of remuneiation for services rendered 
in connection with the management and issue of pubhc 
debt, etc. Full details of payments made to the Bank of 
Bngland and the Bank of Ireland, during 1912-13, with 
rates of remunerations fixed for various kinds of services 
are given below : 
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Battk of Eitglaiid 


Re Management of Public Debt 


management of India 
million (total value 


Kemuncntion for the 
Stocks at £300 per 

£163 601 07^* ^8 672 

Remunerabon lor the issue of India Stocks at 
£i 250 per million 3 750 

Remunerabon for management of India Bonds at 
£100 per miUion 350 

Remimerabon for issue of India Bonds is paid at 
£i 250 per milhon There was no issue of this 
loan dunng 1912 13 

Remunerabon for issue of India sterlmg Bills is 
paid at /200 pel milhon No issue durmg 1912 

13 

Remunerabon for the management of India Rail 
■nay Debenture Stocks at £300 per milhon 1^73 

Remunerabon for the management of Rupee 
Debt t 8,000 

Tee for assessment of Indian Income Tax at 2d 
per Rs 10 deducted 90 

Remunerabon for com crsion of 3 per cent Rupee 
loan at £500 per ten milhon rupees { 28 

Re Purchase of Silver 

A coiimiission ol JUi per cent is iiaid on first 
£2 000 000 ordered to be ])urcliascu in a Cnaii 
dal 3 car Then Jth per cent for commission 
and brokerage 2,50- 

Re Currency Chest 

A charge ol 1 32iid per cent per aiiiiuiii is paid 
for custod) of Gold on account of the Paper 
Currciica Rescnc iflt 

lotnl 66574 

(—about Rs 1000000) 


Tl** tl»* tSAtuC 
} Th^ r f J <1 ln» rj3 k-o utTi^ 
t \ t la 4 Cl>l V T 

UvxU c< r Laui U Ir OX 
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hm 
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This was no means an abnomal 5^eai Total pay- 
ments in each of the pieceding five 5^eais weie as follows . 
1907-08,-/61,489 , 1908-09,-/60,842 , 1909-10,-/65,166 , 

1910-11,-/72,767 , 1911-12,-/64,539 

Bank oj Ireland . 

Reminiciation foi the management of pubhc debt 
at /360 pei million on £6,246,616 ~ . £2,24^ 

(or, Rs 33,735) 

Payments dm mg the pieceding five 3"eais 

1907-08,-/1,900 , 1908-09,-/2,026 , 1909-10,-/2,091 , 

1910-11,-/2,162 , 1911-12,-/2,223. 

Coimneuting on the exorbitant scales on which the 
reuiimeiations of men — and I ma}^ add institutions — of 
the City of Condon aie based, Professoi Ke}nies nghtly 
observes 'Tt suggests once again the old question how 
"long it will be found necessary to pay Cit}^ men so eii- 
"tnel)'' out of proportion to what other seiwants of society 
"cominoul}^ leceive foi peifoiming soaal services not less 
"useful or difficult ” 

Now, look at the other side of the pictuie The 
agieements betv^een the Government of India and the 
Presidency Banks m India in lespect of the holding of 
balances jnovide that the Banks are to transact general 
business for the Government at their Head Offices and cer- 
tain branches ^ in return foi which they receive specified 
lemuneration , the Goveimneut of India is not botmd to 
letain at the Banks any paiticulai sum , but, if its balances 
at the Head Office of aii}^ of the three Banks fall on any 
day below the figures given, the}^ are to pay to the 
Bank interest at the lowest late chargeable on such day 
by the said Bank to the pubhc for loans recoveiable on 
demand, | 

* TJie number of brandies of tlio Picsfdenej Banls Tiljcre tliev act ns Bankers to tlie Govern 
nieut and diorges for tmns<iction of business wboreat are included In the remunerations fixed vere 
(exdading the tliree Head Offices) 36 in 1918 

T On the floatation of a loan, and m spcdal oases, the amounts are increased 
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Name of Bank. 


Bank of Bengal 
Bank of Bombay 
Bank of iladras 


Remuneration Amount of 
per annum Balance below 
which mterest 
becomes pa^ able 
Rs Rs 

43 500 35 00 000 

12 000 18 00,000 

12 000 20 00 000 


When a new branch is opened by any Presidency Bank 
the Government as an encouragement sometimes guar- 
antee to keep a certam mmimnm balance at that branch 
for a number of years 


Bike the Bank of England the Bank of Bengal also 
manages the Pubhc Debt in India At its branches it 
does all the baukmg work (usually done by the district 
treasunes) for the Government and all this within the afore- 
said remuneration which pales mto insignificance when 
compared with the prmcely terms allowed to the Bank 
of England 

In justice to the Government, it may be said tliat 
in actual pmcfacc the balances kept with the Presidency 
Banks are much higher than the minimum provided in the 
agreements 

It apprears from tlie evidence given by Mr Lionel 
Abrahams before tlie Ro\ al Commission on Indian Pinancc 
and Currency that the actual amounts usuallj left with tlic 
Presidency Banks at their Head Offices are — 

Bank of Bengal 70 to So lakhs. 

Bank of Bombaj 40 to 50 lakhs 
Bank of Madras 20 laklis 


The Government deposits m branch offices arc c.'ctri 
There is no hmit fixed in respect of sucli deposits but 
they are held nbsolutcl) at call and arc, iii actual pracUcc 
removed with the utmost freedom 

There is a histoiy connected watli these bahinccs 
Under Acts of the Governor-General Nos VI of 1839 
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in of 1840 and IX of 1843, the Presidency Bank of Bengal, 
Bombay and Madras enjoyed rights to issue CmTency 
Notes payable to bearer on demand These Acts were 
repealed in 1861, when the Government of India esta- 
bhshed a State-managed Paper Currency, and as a compen- 
sation for loss of their note arculation, Government agreed 
to keep with the said Banks certain minimum balances 
without charging interest 


The average proportion of total Government deposits 
with the Presidency Banks to their Capital and Reserve, 
and to their Cash balances, is, approximately, as under : — 


Year 

Bank of 


Bank of 


Bank of 



Bengal 


Bombay 

- 

Madras. 



% 

(A) 

(B) 

% 

(A) 

(B) 

% 

(A) 

(B) 

1890 

81 

66 

72 

62 

77 

49 

1891 

. . 85 

42 

69 

29 

74 

34 

1892 

. . 71 

50 

73 

47 

77 

38 

igio 

50 

29 

70 

34 

5S 

32 

1911 

55 

30 

65 

29 

62 

55 

1912 

50 

26 

69 

31 

61 

39 


(A) Percentage of Government Deposits to Capi- 
tal and Reserve. 

(B) Percentage of Government Deposits to Cash 
and Currency Notes 


The Capital and Reserve of the Presidency Banks now 
stand as under — 


Rs. 


Bank of Bengal 
Bank of Bombay 
Bank of Madras 


3.83.00. 000 

2.06.00. 000 

1.45.00. 000 


It would appear that the propoition of Government 
deposits to (i) capital and reserves and (2) the cash bal- 
ances of the Presidency Banks have not mcreased pan passit^ 
with the expansion m the resources of the Banks. The 

• It may bo mentioned that the Bank ot Enplnnd, too, doc^ not allon any Interest on the 
Indian Government I^nds kept with It. 
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assistance granted by the Government to these institu- 
tions IS m the opmion of many financial experts far from 
adequate and is much too less than the patronage extended 
to the Bank of England by His llajesti s Government. 

At tunes of stnngencv in the money market the 
Government have no doubt extended n helping hand by 
making temporary loans to the Presidency Banks The 
cases of such loans on record are — 

To Bank of Bengal 40 laUis m 1901 
20 hkhs in 1901 
23 lakhs in 1905 
30 lakhs in 1906 
lakhs in 1906 
To Bank of Bombay 25 lakhs in 1902 

The rates of interest charged on these loans ncre the 
usual Bank rates for demand loans current when the advnn 
ces were given But such help is not sufficient and there 
IS a general consensus of opimon thnt the time is non npo 
when the Government ought to give a substantial assis- 
tance to the Indian money market bv placing much 
larger sums than it his lutherto done witli tlie three 
Presidencv Banks and extending the pnvnlege of the use 
of some portion of its vast surpluses to other Banks of 
lugh standing in India and to first class pnv ate firms 
and institutions ns well 

The Problem of Probtems 

The cuhnmatmg point of the whole issue is that ouang 
*-0 a variety of arcimistanccs the cliief of nluch are 

(1) artificial ciilianccmcnt of the v nine of the Rupee 

(2) marvellous expansion of the use of paper 
currency 

(3) incrcasetl taxation or oy er borroiyang or 
Ixith and 

(1) extension of the habits of Uinft and fnigalitv 
among the people and the growth of their 
confidence in the stability of tlic Ooycrii 
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ment leading to their depositing over 20 crores 
of their savings in trust with the Government 
Post Offices, 

the Government of India have accumulated a huge resei:- 
voir of funds which on 31 st March, 1913 stood at the high 
figure of Rs 1 , 46 , 39 , 80,015 

Of the poition theieof held m P^ngland, fth the amount 
has been placed at the service of the Pondon money market, 
whilst of the 90 crores held in India, only 10 crores are 
invested in Government of India rupee securities and the 
rest IS — as it weie — a close preserve of the Government, to 
the use of which, — no matter whatsoever the stringency 
of money rn the market and howsoever disastrous its re- 
sults to the trade and commerce of the country, — the 
Indian people may not aspire. 

The second grievance is that large sums of India’s 
funds have, for one reason or another, been transferred 
from India to England, the underlying pnndple being to 
prevent, or as far as possible dinnmsh, the import of Gold 
into India evidently for the fear that since the Gold Reserves 
of Eondon are already very slender, any substantial with- 
drawal of the preaous metal would not but cause a 
“serious disturbance to the greatest money market of 


the world.” 

'' HELD IN INDIA 

Rs. 

CASH balances 

GOLD STAITDAED EESEEVE 

PAPER CURRENCY RESERVE 

Silver 

Gold 

Securities 

28,94,44,000 

6 , 00 , 00,000 

16,46,27,490 

29,37,60,798 

9,99,99,946 


90,77,22,240 

HELD IN LONDON. 

CASH BALANCES 

Invested In the market 

At the Bank of England 

GOLD STANDARD Rl^RVB 

Invested in securities 

Invested subject to recall at short notice 

In deposit at the Bank of England 

PAPER CURRENCY RESERVE 

Gold at the Bank of England 

Securities 

12,97,60,000 

1,04,37,780 

23,91,85,035 

1,60,84,900 

2.43.00. 000 

9.16.00. 000 

4.00. 00.000 


65,02,67,776 

Grand Total 

1,40,89,80,016 
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It Will appear from tlie table of India’s export and nn 
port trade ^ven m Chapter IV that during the twelve years, 
from 1900-01 to 1911-12 the balance of trade was m India’s 
favour to the extent altogether of ^£492, 250 000 and it is 
qmte natural for the Indians to expect that after deduct 
mg nearly £225 000 000 which became due to Bngland on 
account of Home Charges dunng these twelve years India 
ought to have received 267J nulhoiis of pounds sterling 
worth Gold 

It was Bocke who said If exportabon will not balance 
importation away must your silver go agam, nhether 
'moneyed or not moneyed for where goods do not, 
silver must paj for the commodibes you spend. Since 
Gold is the modem mtemabonal measure of monej (m- 
stend of Silver) it is no sm to expect that if England can- 
not pay m full m kind for all tlie merdiandise she rcccii es 
from India, the balance ought to be satisfied m Gold 
But out of 267! miUiotis sterhng due to India it appears 
that she was allowed to import only lysf milhons worth 
Gold and 59 milhons worth Silver dunng these 12 j’cars, 
and out of these sums again large quanbbes of Gold having 
passed mto possession of the Government are held up in 
the Reserve Treasunes Indeed tlie net absorption of gold 
coins bj the pubhc during i2 jcars is altogether, 51 mil 
hons sterhng only Vanous means seem to have been 
adopted to counteract the effects of the favourable balance 
of trade to India and to obstruct the free importabon of 
Gold mto the country the most potent bemg tlie use of 
tlie trade balances as a means for withdrawing India s Gold 
and Paper Currency Reserves with a view to invest or 
hold them m London 

Looking through tlie long chapter of the currcnc) 
lustory of India one cannot help feeling that the Govern 
nient of India have oltcn come forward to diamplon 
India s cause in a true fatlierl} spirit before thcCoiiUCTl of the 
Secretary of State, but the odds have been «o heavy ngaiuvt 
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them that India’s gnevances in this matter have not, yet, 
been lediessed. 

The demands of the people of India in matteis pertain- 
ing to curiency and the disposition of the vaiious financial 
leserves of India aie quite deal. They have been voiced 
b}^ hei repiesentatives, on many occasions, in the Impeiial 
legislative Council and have formed subject of repeated 
lepresentations by the Chambers of Commeice m India 
Refeiences have been made to the existence and tiend of 
public feehng m respect thereof in the addresses presented 
to successive Viceroys of India and in conversaziones held 
between representatives of the Indian trade and finance 
and heads of the difi'erent departments of Administration. 
They may be summarised here as follows — 

^ (i) — ^That it is no pait of the busmess of a Govern- 
ment to keep enormously heavy general cash balances m 
hand such as would necessitate a constant and year-to- 
year investment of 10 to 15 crores of rupees m a foreign 
money market. No other Government m the world does 
so “In Great Britain the Chancellor of the Exchequei, 
“with annual fiabilities far exceedmg those of the Govem- 
“ment of India, manages to carry on the financial busi- 
“ness of Government with a very much smaller balance 
“of cash in the tiH than that emplo3^ed in the case 
of India 

It is desirable to invest the sm^ilus cash balances 
of the Government m capital expenditme on repio- 
ductive works, hke irngation and railways m India, 01 
in re-pa3unent of loan, or m suspending fresh borrowmgs 
for some time. 

(2) — That the Gold Reserve of India ought to be 
mainly kept within the country m actual Gold It is in- 
advisable to lock-up the Gold Reserve m securities for the 

* Great Britain’s cash balance on 31st March, 1913, uas £0,829,100 — Adiancc India hi Mr, 

M De P. Webb (Page 105) 
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sake of eammg interests The system of loaning ont the 
emergency reserves of one country to the Govenunent of 
another country besides bang wrong m pnnaple is not 
without a senous element of danger m that the best gilt- 
edged securities are hable to become unsaleable m tunes 
of finanraal crisis or of pohtical comphcations If, however, 
the retention of some portion of the Gold Reserve m 
England be considered necessary the limit of such reten 
tion may be fixed say at ten crores of rupees mn-nmntri 
In tunes of unf ai ourable exchange when the Secretary 
of State cannot sell his Conned Bdls on India it would 
be qmte easy to ship Gold from India and would, m fact 
be much cheaper 

In 1907-08 and 1908-09 when the balance of trade 
became temporardy adverse to India the Secretary of 
State had to find 9 tndlions of pounds by the sales of 
secunbes out of which however o\er 3 millions worth 
Bnbsh Treasury Bdls had matured during that j ear and 
were discharged at full face i alue resulting m a profit of 
about £50 000 over cost pnee. The sale of tlie remainder 
6 milhons worth secunbes was effected at a loss of nearly 
30 lakhs of rupees • Had this sum been renntted from 
India the total expenditure on sea freight and insurauec 
thereon woidd not I fancy, have exceeded 4 lakhs of 
ruiiecs in all 

rurthcr m order to a\ oid chances of the Gold Rcscr\ c 
bang put to ivrongful use its composibon magmtude 
locabou and disposition may be detemuned by Icgislabi c 
cnactmaiL 

(3)— That the polic\ in respect of the imcstmcnt of 
a portion of the Paper Currency Reserve ouglit to be 
go\ cmctl bj the consideration that the utilisation of those 
funds in tlic purchase of Go\ eminent of India pajicr would 

Afl* 'Ttl’OCf tM "00 •ATtrl M m I O# 

I «B I » I ci ctfj 
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enhance the ^’-alue of, and improve the market for, that 
papei and react in benefit to the geneial body of tas- 
pa5’-eis.‘^ 

Furthei, that in times of stringency in the money 
maiket when the late of mteiest m the Presidency Banks 
exceeds, saj^ six per cent, and thus indicates accute 
shortage of funds, the Papei Ctiirency Reseive ought to be 
freely placed at the disposal of the Indian money market, 
imdei suitable conditions as to secuiity and repayment, 
thiough the medium of all lespectable Banks and busi- 
ness houses in India All this will help to fm^her popu- 
lanse the Papei Currency and expand the volume of its 
cii dilation. 

(4) — That the repeated pledges given by the Govern- 
ment of India and the Secretaiy of State for India for the 
mtioduction of a gemune Gold Currency be now redeemed 
and in response to the general wishes of the people and 
m order to provide a self-acting process — unhampered by 
of&cial control and interfeience — for the expansion of 
cuirency, when leqmied, the Indian Mints be thrown open 
to the unrestricted coinage of standard gold corns. 

(5) — That the sale of Council Bills and Transfers by the 
Secietary of State be placed under defimte regulations 
so as to ensute the reahsation of the highest possible pnce, 
consistent with the ascendant position of the Government 
in the matter of its token silver currency , and that, as a 
general rule, the drawings ought not to exceed the actual 
requirements of money m England for meetmg the Home 
Charges , the general cash balances in England may be so 
reduced as to maintam only a reasonable mimmum woikmg 
balance, of say, £ 4 , 000,000 as reqiured accordmg to the 

* lu England every one, trom tUe Chancellor of the Escheciuer down to the humble banker and 
fluanclcr, Is eerionsly concerned about the steps to be taken to make British Consols popular At 
present that Is the principal topic In England vre. In India, export our aAaUable capital to London 
»nd sterve our banking institutions to the detriment of the popularity of our own paper If means 
can be adopted by whlmi we can pre'i ent the enormous rise of the rate of interest, In the busy season, 
I am sure — and that is the oplmou of many bankers — ^that the price of Government paper would 
stand at a much hlglier figure than now 

— ^Extract from a speech of Sir Vithaldass Thackersey in the Imperial Legislative Council 
22 - 3-1012 
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India Ofi&ce own estimates of normal requirements* The 
sale of Council drafts may moreover lie popularised by in- 
cluding the treasunes of Delhi Amntsar, Karachi and 
Cawnpore for payment of bills and transfers issued from 
England 

The people of India further feel that the top heaviness 
m the structure of the finanaal administration of India 
ought to be remedied The Government of India ought to be 
more free in the disposition of its reserves and balances 
and the constant mterference and check of the India 
Office may be so modified as to allow fair hberty of action 
to the Government m Delhi rollomug up the aigument 
advanced by Professor Keynes that owing to absence of 
knowledge and esiienence the tendency of power in finan 
aal matters is to gravitate from Simla to Dondou it is 
desirable that some means for special training in finance 
may be devised for officers whose careers are infended to 
be spent m the finanaal department of Provinaal or 
Impenal Governments Speaahsatiou m finance is ns 
much necessarj — for carrying on the administration of 
a country successfully and econonncally and steenng it 
dear of the scylla of fill of revenue in bad \ears and the 
charjbdis of overtaxation — as in nu\ other branch of 
industry or saeuce 

As a corollan to this proposal more and freer opiKir 
tumties may be giv eii to the Indians to assoaate themseli es 
m the finanaal aduiiiustration of the coiintrj and thej 
ought to be appointed on a larger scale to liighcst and 
responsible jicsihons m the rinance Departnicnl of the 
Govemraent of India fliat Indians of suitable calibre can 
be found feu uillnou doubt Indians haie filled uitli crcilit 


and disbnction an> iiost to which the Goi eminent haic 
been pleased to apiKiint them no matter how exalted the 
office or how mtneate and diiersc the nature of duties 


entrusted to than They have iiiidorgoiie and succes s 

In 111 t^ll•.- Hot lU roiU I '■'V-i irtViflTd ’ i'll T‘ 

Luns c4 tt>* tfCTiUrr ‘ *'***'*,’' I 

rt^uir^ D LaiUiij la cnliaifT ^ 1* aw'Ot i I 
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lolly stood the test of intelligence, the test of abihty, the 
test of adninnstiative capacit)^ and gut, the faculty of 
initiative and capacity to giasp difficult questions and 
pioblems of administiation and to preseiTe piesence of 
mind in moments of tiial and dangei The plea of in- 
capability 01 imsuitabilit}* — 01 of want of charactei and inte- 
gnty — cannot, m fainies'^, be now advanced against them. 
His i\Iaiesty’s Goveinmeiit at Home and His Majesty’s 
Viceroy in India liave, alicady, inaugurated an era of co- 
opeiation vitli the people and have taken them into confi- 
dence in the most sciious and important matters of Im- 
pel lal admmistiation What is now required to satisty 
the glowing hunger for an increased shaie of participation 
in the Govemmeiit of the coimtr3’ is to extend the bene- 
ficial policy to newer and wider spheres of higher admini- 
stration This is the onlj^ way to keep people contented 
and strengthen the bonds of affection and feelings of lo3’-alty 
and devotion m the hearts of the people. 

The credit and distinction vnth which Indians have 
filled the highest offices m the Native States of India 
may well be cited as illustrative ofthetiuth of this state- 
ment. Theie are veiy few opportumties foi the cultiva- 
tion and exercise of a similar talent m Bntish India and 
that is one reason why sons of the soil cannot shine so 
well in the British Indian administration as thej^ do in the 
Native States where alone positions of trust, m which 
poweis of initiation and the faculties of grapphng with 
actual problems of life find play, are freely vouchsafed to 
them , and, there Indians acqmt themselves in most 
excellent wa5^s. EJminent men like Sir Sheshyadn Iyer 
would have died unknown to fame, and with all then* 
talents buried m the core of their heart, had there been no 
Native States in India to afford opportumties for display 
thereof Indians rightly urge that opportunities sinular to 
what they get in the Native States should be afforded to them 
more freely in British India and positions of trust and re- 
sponsibility, both in executive and admimstrative branches 
of the Government, be generously thrown open to them. 
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As a further means of looking after India s finanaal 
interests and expressing the Indian pomt of view to the 
Secretary of State for India m Council Mr Webb recom- 
mended to the Royal Commission on ' Indian Finance and 
Currency ” 

With the object of cdflptmg the flimdal orjanlntlon of the India OfQee 
more oloeely to presont-day reqairemeati, I nnald inggest that the Floance Corn 
mlttee of the Seoretaiy of State for Indlae Cbnnoil shook] oJiraya hiolade one 
senior CWHau Offloer of at least tirenty yean eerrice In India and some eiporicneo 
of Indian financial matter* one Anglo Indian banter of Calcutta Bombay 
rtiwrionce nnd one (and only one) loading London banker 

The crux of the whole problem is that the growth of 
knowledge and culture among the people has been accom 
pamed by a development of consciousness m all spheres 
of soaal and economic activity People now feel os they 
never did before any injustice done to them and resent 
measures which knowingly or unknowmgly deal a blow 
to their sense of self respect and nabonal mtegntj They 
desire that m matters of finance and currencj as else 
where and m the disposition of India s Resene Funds 
nnd Cash Balances the securing of maximum amount of 
direct benefit to the people of the country ought to be 
the gmdmg prmaple and that their wishes nnd sentiments 
ma y be fully consulted and the removal of their oi\n 
finanaal hardships ought to form the pnmarj considerabon 
They ferventl) hope that the Government of India nnd His 
Imperial Majesty s Secretarj of State for India will be 
graaously pleased to bestow greater regard to the people s 
wants and feelings m solving India s finanaal and currency 
problems and thus diffuse contentment nnd bind them 
bghter m bonds of dei obon and loj-alty to thar Empcroi 
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Memorandum, dated I5tli May, 1872, written by Sir 
Richard Temple, Bart., G.C.S.I,, CI.B., (then Finance 
Member of the Imperial Council , latterly he served as a 
Governor in India) on the subject of the Bstabhshment 
of a Gold Standard and Gold Currency in India — 

1 desire to lay before the Government of India three notes by Mr G Dick- 
son, Secretary to Bank of Bengal, on the subject of the gold currency, which 
he was good enough to draw up at my request , also notes by Mr R B Chapman, 
the Fmancial Secretar}', and Mr H D Sandeman, Officiatmg Comptroller 
General, and Mr E Gay, Deputy Comptroller General, on the same subject 

2 I have long beheved that a gold curiency is wanted m India, that its 
. introduction ought to be an object for gradual, if not immediate, attamment , 

and that the British Government ought to adopt measures from tune to time 
towards that end. I do not say the introduction of a gold comage, for we 
have that already m India We have gold pieces representmg fifteen, ten, 
and five rupees respectively , and beheved to represent these several sums 
very correctly, as regards the relative value of gold and silver That this 
relative value has by these gold pieces been preserved with as much accuracy 
as possible under the circumstances was affirmed by the report of the Indian 
Currency Commissioners m 1867 But, despite their mtnnsic ments, these 
corns are not and cannot be available as currency, because they are not l^al 
tender I conceive that we should, so far as we fairly can, permit mducements 
to arise for the importation of gold mto India, and for its retention m consi- 
derable quantities m the country, that whenever such quantity might be 
found adequate, we should take the first opportumty to declare the gold corns 
legal tender to unlumted amount, that the gold pieces should continue to 
bear the fixed relation to the rupee , that for a tune it might be necessary to 
permit the rupee to remam legal tender to an unhmited amount, which would 
mvolve temporanly the difficulty of double standard , that the transition 
penod of double standard should be as short as possible, silver bemg reduced 
to a token comage, and bemg legal tender up to a small amount only , and that 
gold should be ultimately the one legal standard 

3 Remembenng that many steps must be taken before any such con- 
summation could be amved at, I should have preferred, just now, to confine 
myself to such practical measures as could be adopted at present. But, among 
the many doubts which surround the subject, I see, or imagme that I see, one 
doubt which affects the very root of the matter. It seems to be doubted whe- 

20 
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As John Stnart inn observes ^ — 

‘ There is an obvious convenience m mabng use of the more cost!) metal 
“for larger payments, and the cheaper one for smaller, and the only question 
“relates to the mode m which this con best bo done.’ 

15 Even some of those anthorrties for example, Ricardo and James 
Wilson, who prefer aGrer os the sole standard, make important admissions In 
favour of gold Ricardo states that — In favoor of gold it may be said that 
“its greater \Tilue under a smaller bulk eminently qualifies it for the standard 
'm an opulent country 

James Wilson sal's — No one will be mchned to deny that, if we had to 
Txgm a system of currency ie now^ the most ccln^tnlcnt of all the \’anoiis 
Bj’Stcms now m practice would be found to be that used in England, where 
gold 13 the standard and silver tokens of limited tender the subordmate 
* coins 

16 Now these consideratians of polmcal economy arc just as oppbe 
able to India as to any other avGised country It will hardly bo demed that 
India u a a\’iliscd country Altbongh avibzalion m a politico-economic 
sense u not so diffused m India os in Europe though the mass of the people 
ore less avilized than the corrcspooding classes of an Eur o pe a n people, still 
India bos a fair proportioo of cnihsatioo, has a large field for the exercise of 
pohticttl economy , all which though inconsiderable rtbtii c to the \*astnesj 
of the country , u considerable absolutely Though on the whole a poor countr} , 
certainly, stfll India is m parts nch enough, has withm particular limits great 
li^calth, has extensive transactions lias m some respects much to do with 
money on a great scale 

17 It IS no sufficient answer to Uus to lay that the mass of the people 
n€\cr bcc anything better than copper money , that it is only certam classes 
tlut see c^cn silver and that but a comparoUi'd) loniled number would see 
n gold currency if it existed For the limited number who tiTnild tee gold 
represent the most important dosses of the country, just those clasacs whose 
tViD, enterprise, and intelligence go far to make the fortune of the nation If 
the sections of the people who \i-ouId use gold were summed up, they iiould 
be found to represent a great and growing interest i\iid if they really require 
a gold currency tliat noukl be a strong reason for rntroduemg it 

iS j\gain if It be supposed that such currency ncrc cot so urgently 
ftonltd for the interior of the country generally, still the question would remain 
as to whether il » wanted for the huger Iransartions ol the inbnd trade sod 
cipcaalls for the foreign trade. It u not *0 cosy to gauge the inkind or Inter 
jwrtal trade. Dut i\e Ijiow the extent of the foreign trade exactly, and 
can see what a miehty mtcrtst that rqircscnU 

19 But tltc number of persons in nil India who wcuJd uiea fmld currercy 
it not o hmilcd as seems to be supposed. Il inay be mentally measured In 
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this way. With our five-rupee gold piece legal tender; everyone who had 
to pay five rupees or more m metallic currency (unless he paid m cuirency 
notes) would pay in gold Everyone who kept 01 hoarded five rupees and up- 
wards m treasure would use gold Let us compute by our own notions (we 
cannot ascertam exactly) what the number must be of pa}unents of five rupees 
and upwards in all India within any year Surely it must be verj' great Quite 
great enough to justif}^ the consideration of measures for mtroducmg a gold 
, currency. 

20. Or let us suppose that, following the example of the five-franc gold 
comage, or, formmg the easily conceivable notion of a five-shfiling gold piece, 
we were to have gold coins of lesser denommation than five rupees (for which 
the authonty of M’Culloch might be cited) — say, for example, that we were 
to have 2 1 -rupee gold pieces Then every payment of metalhc currency of 
2 } rupees and upwards would be made m gold, if there were a gold currency 

21 How very" great, then, must the number be of such payments in a 
yeai ? 

22 But m these, as m other matters, theie is such a thing as national 
prejudice It is conceivable that such a population as the Indian might 
have some national prejudice agamst gold But have they, m fact, any such 
prejudice against gold pieces ? No, they have not Qmte the contrary" , 
their prejudice, if they ha\"e any, is entirely m favour of gold The unpenal 
dynasties which preceded us in India had a gold currency Some compara- 
tively ancient gold corns have still a hmited circulation, and enjoy the highest 
repute It is remarkable that the gold corns which issue from the Bntish 
limts m India mostly find their way to Native States It may be said, in 
general terms, that on our accession to power m India we found a gold currency 
existmg conjointly with the silver currency And it was reserved for us to 
accord sih'er the dommant and exclusive position which it now holds m the 
currency My ov"n belief is, that few nations have m their own minds a 
higher appreciation of gold than the Natives of India 

23 It was m 1835 that silvei was made the sole legal tender m India. 
Gold, however, ceasmg to be a legal tender, was still receivable at the Tiea- 
suries 111 payment of Government dues Even this was stopped in 1S53 TJie 
prohibition was withdraivn in 1869, since which time the gold pieces ha\"e 
been and are receivable at the Treasury as before 

24 Tins measure, however sound m pnnciple, has not proved efficacious 
Indeed the state of the exchanges prevaihng smce that time, has not been such 
as to cause the impoitation of gold bullion And mdeed nothing can bnng 
about a permanent influx of gold, wlule gold pieces are not legal tendei 

25 Upon this pomt MUuUoch wntes thus — 

“Sliver lias become m India, m fact as well as m law, tlie sole legal tender, 

“ there are at the same tune vanous circumstances 

“which make it much to be regretted that an attempt should have been made 
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"to fexdflde gold from the currency of India, had gold 

‘T»en allowed to circulate as com, it would have been eitenuvd^ employed in 
"ma king large payments, and it would also have been extensivelv boarded 
" It would be good policy to reintroduce a gold currency 

26 ATCuDocb further makes a remark which I shall ate tn thw place. 
After explainmg that gold would, if it had a fair chance, circulate In India os 
wen as silver he goes on to saj — Tn that case the increased demand for gold 

would, b> lessening the demand for silver, hait 
"checked Qn> tendency it may have had to nse. Sir nimm Mansfield (now 
Lord Sandhurst) elaborated this same pomt m 1864 He cstunated that the 
exclusion of gold from the curraic\ caused a nse of 3 per cent, m the pnee of 
silver, and hdd that this led to mjustice towards the landholding classca of 
India, who pa\ land re\ enue fixed for long periods or in perpetuiU 

27 ^Vhcthc^ we go to the full length of these conclusions or not, still 
we can hardly doubt that to Mrtuolly oblige the people of Inda (os we mdeed 
do oblige them b} our present kvstem) to use only one prcaous metal for cur 
rency, when the> might haN'e had two preaous metals Is to enhance the pnee 
of that one prcoous ractol >il\er and thereby to put them to consKlerable 
expense unecessanJ) They must haie the silier for currcnc) me and the> 
must purchase it with their produce If the pnee be enhanced, 8a> b>c\cno 
small percentage then let the significance of that be considered. The amount 
of silver m arcolation cannot of course be stated, but it must ev'identl) be 
very great supposed to be at least 100 milliOQS sterling m value somctimea 
even estimated at 150 nulLoas Tlie ornount whatever it raa) be, has been 
purchased by the people of Indio, fhen even o small percentage on either 
sum would give on extra expense of several millions to which the people have 
been unnecessarily put Such an oUnute is not preose indeed, but it nu) 
serve to give some idea of the possible loss occasioned to India 

28 Again to use gold instead of silver coins u to effect a great uvmg in 
minting charges and in wear and tear or, per contra, to oblige the people to 
use silver coins when th€> might use gold is to put them to the expense of about 
fifteen times as much minting and wear and tear of coinage os ml^ht otherwise 
have been neccssaiy Thu cost ma) be relativclj small from 1 to a per cent, 
on value of coins still let us remember the amount of silver coined in Indu 
since 1835 about 197 millions and vre shall sec that even a small percentage 
on this vast sum would be on appreciable amount It follows that this amount 
might havx been to a large extent saved to tlte coonlr) Iiad tlicrc been a goH 
currcnc) Su \V ilansfield sum manses the advantages of go*! as — 

ikt, supenor porubdity 
and, deerrase of wastage 
3rd economy m mintage, 

and he dcscnbci tlicic os elcmcats of dicapncjt nh.di hue a mirici effect 
m asierting the lupcrioniy of gold. 
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29 It IS often said, in effect, that the certamty of silver always being 
largely employed as currency m a comparatively poor country like India is a 
reason why a gold currency is not wanted But I contend, on the contrary, 
that this very cwcumstance is one of the reasons why a gold currency is wanted, 
because it tends to steady the pnce of that silver which is one of the necessanes 
of the national life 

30 On the vhole, it seems clear that, while in all other branches and 
departments of administration u e endeavour to give to India the best of every- 
thmg, so far as w^e can, yet m respect of metallic currency we deliberately with- 
hold from her the first-rate article and afford hei a second-rate one 

31 The foregoing considerations appl}^ to India in common with other 
countries where there may be commerce and accumulated wealth But there 
are special reasons m India why a silver currency without any gold currency 
must be mconvenient. In other words, there are, m addition to the general 
reasons, special reasons why India ought to have a gold cunency 

32 The continent of Europe, and especially the United Kmgdom, obtain 
both gold and silver from about the same distance in the case of each metal. 
Those countnes have commercial relations with gold and silver-producmg 
regions Gold comes direct from America, so does silver 

33 With India the case is different She has but shght commercial 
relations with Amenca And consequently she has to obtain silver tlirough 
tlie medium of England This is to some extent a disadvantage, and must 
involve vanous charges, direct and indirect She lias also to obtain the silver^ 
in which her currency solely consists, from an immense distance 

34 On the other hand, she could obtain gold from Australia direct, 
without employing any other country as a medium, and from a much shorter 
distance Thus it would appear tliat from its situation Australia, with its 
gold-producmg regons, is the natural source of supply of the precious metal 
to India It IS the present system of the metallic currency that prevents 
India from availing herself of the great natural advantage offered by Austraha 
in this respect, and forces her to obtain her specie under comparatively dis- 
advantageous circumstances 

35, As Colonel Smith, the Mmt Master, has well expressed it • — 

“The advantages of mtroducmg gold into the cmrency of our vast de- 
spondency need not be here msisted upon They may be inferred from the 
^^unammous wish of the inhabitants for a less cumbrous means of exchange, 
“from the benefit to be denved bv the whole cnnhsed world from India’s 
“talong her share of the mcreased produce of the gold mines, and from the 
“anomalous spectacle exhibited foi many years past, of slups freighted mth 
“gold traversing half the globe m one direction, crossing ships convegng an 

• Tho Indian gold mines were not discovered then These mines now produce nhout 3 crores 
of rupees worth redned gold every year 
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“equal valae ol sDyer m tte opposite direction, for the adjustment of balance 
of trade capable of settlement \nthout either voyage, and with a sating of 

* expense of a quarter of a millian sterling annually ’ • 

36 Sir WHham Mansfield (now Lord Sandhurst) put the cose thus — 

"There can be no good reason to compel the preaons metals to make the 
journey from Australia round by London to Indio, instead of coming direct 

* to the latter country Yet that is xvhat to a certain extent necessarily 
place, and which throws heavy charges on the metal ordained os n legal 

^ tcoder, Mz., sflver The gold of Anstralut most go to London to be 
for silver, which is then sent out to India, after being bought at an artifia^y 
"high pnee m Europe and the United States. TTie European markets are the 
"middle men who obtain thar profits on the sill er sent to India to restore the 
"balance of trade. 


37 Sir Charles TrevcJj^ ably set /ortli the same pomt thus — 
•England has a soathem as well os an eastern empire, nnd the great 
‘ staple of that southern empire ts gold Owing to the cxclosion of gold from 
"the Indian currency, the trade with Australia is chiefly earned on m this 
‘way The gold of Australia is sent to England where it is employed m bu> 
log silver and the silier u sent to India burdened with the charges of the 
“double \*o)‘nge and with the additional raterest accrued dunng the long 

* period occupied by it The cotton nnd other exports of India are charged 
with the extra expense arising from this areoitous mode of piaj'meat E\*en 
a worse result is that the trade cannot bo earned of m a regular manner 

"The gold remains m the Bank of England until the Indian demand sets in, 
“and then it ts suddenly withdrawn to sweep the continent of iniTr for trons 

* mission to India 


38 The fact that the trade between India and Australia is not great 
and B not Ukd) to grow cssentmll) , would not of course constitute n difficulty 
It if true that if India reccis-cd a large amount of gold from Auitmlia she 
would not be able to »end her produce to Australia in return But the balance 
in favour of Australia would be lettled ond adjusted in the trade between 
India and England and England and Australia. India has extendvc daima 
upon England for produce exported thither Slw would transfer to AustnU* 
A portion of those claims and thus pay for the gold 


39 The adjustments wluch take place m China will afford on fllot 
tration. China owes India jTorl) a Urge fum for opium She does not wbonv 
paj this debt by produce or treasure. She pap in part b) transfernng to 
Inia her claims upon England fo* Chlacse produce exported thither 
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{o Butj furllicr^ there is one inarKcd pcculmrity in the situation of India 
— \^hlch is pcriiaps nlmo'^t unique in the uorld— in that she has annually to 
remit to England monc} to the sum of many millions. Tlie liability is as 
senous as it is inctitahlcj and the cost of so vast a remittance amounts to 
nearly half a million pounds annual!), and sometimes more 

•tr. \Miilc the Indian currcnc) is m slhcr onl), the principal means of 
remittance must be sihcr Undci these circumstances, India will nc\cr 
po«c3s gold m adequate quant it ic-.. The balance due to her on trade will 
he paid in sihcr , m the mam, she must lake that metal and none other And 
she will po'^scss no othci prci lous metal wherewith to pay whatever there is 
to be paid by Iter in specie. She will h.avc, then, only her silver and her pio- 
ducc whcrcuiih to disdinrgc her obligations# 

But as England has a gold currency the pajanents must be made in 
that metal, so far as ihcv ba\ c to be made in money at all And as India has 
to pa) in gold, she must obtain gold either by means of her silver or her produce 
Tins is the real basis of the transaction, though m practice India does not gen- 
eral!) make her payments in specie. She rcccu'cs gold m England from pur- 
chasers of bills called Council drafts, and pa)s to the holders of these drafts 
silver from the Indian Trcasuues But the payments aie settled and adjusted 
in gold, and the difference chargeable to hci on these adjustments comes to 
the same thing as if she had puichascd with silver, or produce, the gold where- 
with to make pa)TncntS/ 

43. This arrangement appears to be inconvcrucnt to India m vaarions 
wa)^ 

.jq In the first place, she obtains her silver through England The 
cost of effecting tins is considerable# Then she has virtually to bear the charge 
of Cvchanging silver in her own limits for gold in England, and the cost of that, 
again, is considerable It would be more economical, and more convenient 
if she herself possessed the gold in which the payments had to be made If 
her currency were to he gold, then she would always possess quantities of the 
very metal m which lici obligations hav'C to be discharged and her account 
adjusted 

45 If the currency of England had been silver, then the argument would 
be somewhat altered At present India has a sort of double difficulty. Firstly, 
she has to make this great payment annually, in itself a difficulty. Then 
she has the additional difficulty of purchasing the metal in which the payment 
IS calculated This additional burden is caused by the present state of the 
currency And this must aggravate the charges to which India is subject 

46 Again, under the existing status, the relative value of silver to gold 
is the regulator in all respects of the cost of these transactions to India The 
value of silver is, of course, liable to fluctuations For the value of gold m 
England being determmed by law, and that of silver being not so determined, 
these fluctuations as regards silver arc appreciably great, and are sometimes 
embarrassing by reason of the trouble and expense which they cause. Withm 
India the value of silver is indeed determmed by law, but that fact is of no 
use nor validity in respect to the exchange with England Now, this difficulty 

21 
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woold be mitigated, perhaps almost removed, if Indm had also a gold cuirencj^, 
with the same statna as that of England, that u, with the vnlue detennined bv 
law 

47 Mr Goschen, m hia wor k on Foreign Exchanges, writes'' — 
Considering the case between silver and gold When a biD on Ham 
Tiurg pa}-able m silver is bought m London for a certain pnee, paj-able m 
sovereigns, what will determme the vnlue ? 

Gold is simply merchandise m such coimtnes as have a silver currency, and 
silver IS merchandise in such countries as hav'e a gold standard and Qccordmg 
to the pnee of the merchandise at a given moment, so will the exchanges 

* fluctuate. When a bill on Hamburg ts to be sold m London, all the prenous 
elements of value will haix to be token mto consideration the rate of mter 
est m the two countnes the state of credit, relative indebtedness and so 

* forth but the value of sflver m England will enter largely mto consideration 

* or m the oppofnte case the viUae of gold in Hamburg 

Now, It seems to mo that, mxitafo nomne the some story might be told 
of the exdiange between England and her Indian dependennw ami that the 
process mevitably places India at a disadvantage 

4S Thus I contend that there should be one standard onl> of vniluc for 
the tro countnes , in other words that the standard for India shoold be the 
same as that for England that India u special]) entitled to this advantage 
because she is more conv'enicntly situated as respects the gold produang re 
gions than the silver-producing regiom and because gold is tJie currency ol 
the country to which India has to make such great payments and tint a 
gold currency would not onl\ cause a saving to India m the procuring of so 
important an article os speae Imt would also lessen the difRculties ansin" from 
the pecvmsT} obhgations of India towards Enghod 

49 There is one more pomt to be noticed which is lha it is observed 
b) the Financial Secrcton, Jlr K, D Chafunan, that when upon the csta 
bluhment of a gold standard fiber ctunc to be demoncUstd and the intrinsic 
vnlue of the rupee to be dmunbhed tl»c effect on the native mind would be bad 
"Mr Chapmans word* are It follow* that we shall liave to lubitilute for the 

use of the masses of our population o token silver currency for Uie present 
fuU value currenc) \re we at all rertam wlwt the effect of this will Iw upon 

* the Ignorant popubtion or licw a silver token currenev wiH work nlon"si If 
^of a full value \nU\T State eilvcr oirrencv ? 

50 It 15 quite true that the natuei will nJwn}i look to ilic mlnnuf o' 
well 05 to the ormunal vnlue of the rupee AUlnxigh the new rupee with a 
less intrinsic value of laj 6 per cent ma) pass in rurrcnc) for th^ tariK 
value as the old rupee still the rutives wUl not ntimate it so hi Mv ns th 0’ I 
rupee because iltc) use rupee* for meltin'* an 1 for IvoirdmT ns wrlJ a» f 

turrm^ \l) iJ K m.u l«c ndnutted to lie fill It it wlm I fvl fo 
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peiceivc what evil would foljow. It is said that the natives would prefer the 
rupees of Native States, in which the proportion of alloy might be less than 
m tile demonetised British rupee It might not be of mucli consequence if 
this were to be the case But it by no means follows that any such conse- 
quence would anse If natives closely estimate the grams of fine silver m the 
rupee, they will weigh accurately the Bntmh rupee against the Native rupee 
And tlie Bntish mpee wU be valued at its rate m fine silver, at least Be- 
sides this, it would have the advantage of being legal tender m British terri- 
tory for small amounts, which the Native impee would not And this advant- 
age must secure the preference to the British ovei the Native rupee, as silver 
to silver 

51. It might be said of course, that the Bntisli rupee would cease to 
possess the estimation it now possesses, and tins portion of our currency would 
dechne m reputation Very true, no doubt But, on the other hand, we 
should hai e given tlie country a gold currency the corns of which would nse 
rapidly to the highest repute, and to a degree of estimation to which even our 
silver has never yet risen I believe that no coins that ever were coined in 
tills country would be so popular as the gold legal tender comage of the Bntish 
Government In other words, while we depnve the people of the old silver 
standard, we gn^e them m leturn asupenor gold standard And thus the 
last state of the currency would be far better than the first 

52 Further, it is sometunes urged, as a reason agamst mtroducmg a gold 
currency, that there is never hkely to be a sufficient quantity of gold available 
to justify its bemg declared legal tender Tlie quantity of specie reqmred for 
circulation m India was estunated, fifteen years since, at 150 millions sterling, 
or rather, that was the supposed value of the silver corns in circulation Within 
this century the net importation of gold has exceeded 99 irulhons, but only a 
small portion of it lias been coined * Havmg regard to the long period that 
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com lasts, the comage may now be eshitmted at more than 150 milhons steri 
ing and the amount oJ gold btdhon and specie m India is withm this amount 
These several quantities may not indeed be preasely known. But it is quite 
true that the amoimt of gold available or obttunablo in India under presait 
circumstances is very small os compared with sili er, and is not as j'ct ncariv 
enough for what tho requirements of the country would be after gold bemg 
declared legal tender But though I admit oil tliis to the full os fact, I do not 
at all admit it os a reason for refraining to dedare gold to be legal tender^ For 
manifestly, the gold, having been once declared to bo legal tender, ironld 
become one of the needs of the national custcncc. Gold would be on artidc 
r\hich the coirntry must purchase and with its large surplus of exported 
produce o\ er imported goods and with on ample balance of trade m its £a\'our, 
the country ^voald ha^ e no dilBcultj m purchasmg gold which metal it could, 
os has been seen alrcad\ obtained direct from Australia on reasonably per 
haps oven on fa\ ourable terms If then the need of gold for currency m India 
were to be anticipated its influx mto the country would be a matter of a few 
months perhaps only of a few weeks and the want would hardly have begun 
to be felt before it was suppled. 

Before concluding, I would add that cxpcnencc dexs not shake my belief 
that tho rebtu'c \nJuc of gold and silm is rqireseDtcd according to sacntiflc 
theory and prmaplc by the present gold coanogc of Indxi, that is, i-*© grams 
gold piece to to rupees that the present rate offered by the Go\‘emment of 
India m 1869 for the English and Australian sovereign, lof rupees (ten rupees 
and four annas) comada as neariy as possible with that standard and that 
the conclusions am\'cd at by the Currenc) Commission m iSd? arc sound 
It IS true that \ m few so\ creigns lias c been recciiTtl in the Treasunes since 
1869, but this circuraslance u attributable, not to any defect m the rating 
(jdI jup«3 lo the stnerc^gn) but to Iho state of the exchanges, wLkh ha\x 
precluded the importation of gold bulhon, silver being role legal tender Ilovr 
can gold compete with silm in India, while the latter has n \*alue fixed by law 
and the former has not ? I understand that, os a matter of fact, gold can stDI 
be laid down in Inda ot something less than lof rupees for the sovereign , and 
that 10 far the 10} rupees rale must pcid o profit on the importation If that 
be so, then this rate would still seem to be the right one And the non-omml 
of gold must apparcntli be due to anificuJ causes, which amount to thu, that 
gold Is at a disadvantage os compared to lilsTr whidi is fasoured b> law# 

If Uus be so then the faa that gold soixrcigm command m the market at moit 
limes a lugber pnee than 10} rupees and tJie 130 prams gold piece a hl^h^ 
pnee tlon 10 rupees must be owing to odixntiUous causei, and to the orearo 
stance that lie supply of these coins bemg icf> limited there is ft source of 
fancy demand for them which is no entenon of what their i-alue woulJ be 
under a dillcrent status 

1 itill hold to Uie optnicn that U it were dcterriKned to haix n go J currmey, 

HC should rnamly lacploj our Indian goM corns for that purjwif 1 would 
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not object to make the sovereign a legal tendei 101 10 rupees and 4 aimas^ 
But the sovereign being noitli 10 rupees and a fi action over, there might be 
some slight trouble of calculation in changing it for silver, and tins would be 
a drawback in respect of the use of the sovereign as currency in India And if 
this objection vere urged, I vould not press for the so^erelgn bemg declared 
legal tender But v\e should continue, under any circumstances, to receiv^e 
the SOI creign in our Treasuries at the piesent rating 

I belieie that a repugnance is felt by some to the piesent detenmnabon 
of the question of a gold currency in India because of the prospect of some 
unnersal com being adopted intcinationally But the prospect seems pracb- 
cally to be almost disappearing At all e\ents, the Report of the English 
Commission on International Coinage, piesided over by Lord Hahfax, seems 
to be quite adv ersc to anj change in the v aluc of the English sov ereign 

I have not dealt v\ith the objeebon vluch has been sometmres urged to 
a gold eurrenc\', to the cflect that the National Debt, and the paper currency, 
are calculated m rupees Tor the objection has been disposed of more than 
once m the papers relabng to gold The sum seems to me to be this — we 
promised to pay m rupees, and ve should pay in gold determmed by law to be 
equivalent to lupces 

I hai e hardly in this paper undertaken to treat of all the points connected 
with tins mipoitant subject, still less to discuss all the collateral matters winch 
might suggest themselves for discussion But the subject m all its beanngs 
has been dealt with in the Report of the Indian Currency Commission of 1867, 
m the volume of prmted papers relatmg to gold cuixency m India, m the file 
of correspondence relating to the revised nobfication of 1869-70, and m the 
additional papers now submitted I am unvnlling to add more than I can 
help to the mass of wribng which alieady exists 

In conclusion, I would ask early and favouiable cousiderabon to the 
proposals of j\Ir Diclcson, which I iviU give m Ins own words — 

‘T To authonse the leceipt of English and Australian sovereigns into 
”all the Government Tieasunes of India, witliout restnebon and whether 
"tendered in pajnnent of Government dues 01 m exchange for silver. 

‘TI. In conformity with the provisions of the Currency Act, to autho- 
"nse the issue of currency notes in exchange for gold bulhon tendei ed at the 
mint for comage mto Indian gold sovereigns at the late of 10 rupees foi 120 
"grams of gold of standard fineness, less seigniorage ” 

I believe that these recommendations are safe and pracbcal They are 
the first steps towards a gold currency If they succeeded, their usefulness 
would be too plam to require description If they did not succeed, still 
no harm would be done. If m consequence we were to have any quantity 
of gold on our hands which could not be conveniently disposed of in India, 
we could use it for the remittances to England without loss, and perhaps even 
with profit, 
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But if after the adoption of sudi measures, gold bullion should not be 
imported , if sovereigns should not be received at the Treosunes if doubt 
still existed as to whether the relative valoe of gold and silver is correctly 
determined by our present rating and coinage , then I hope that the matter 
may not be aUowed to drop If the present rating of loj rupees, and the 
present weight of 120 grams, are not proper (as hitherto we have affirmed that 
they ore) then what rate and what weight are proper ? Nobody supposes that 
wo have offered too much silver for the gold then, if this offer be not the 
proper one IS It reaHy too little ? Ought we to offo- more ? These are qucstioas 
which, as I submit the Government of India ongbt to be able to determine. 
These ore questions i^uch have been detennmed by every aviliiod nation 
that has adopted a gold currency No doubt, it is a difficult and important 
problem, but it cannot be insoloblo and it ought to be solved If the enqui 
nes which have been made and the data which ore available, bo not suffiaent, 
then another Commission might bo appouited so that the matter coold be 
brought to on issue one way or tho other and that bQ the facts and conn 
derations could be br ought up to date. 

151* Jfoy, 1872 R TEMPLE* 
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the Bombay Piesidency legislative Council, on th*^^ 
tion of le-openmg of the Indian ]\Imts foi fiee coin(^ 
gold — 

(i) The most important, because ntal, poition of the Indian 
Committee’s (1898) recommendations is contained, m my opimon, 
tion 54 of the Report — 

“We consider that the Indian ilmts should be thromi open to tlLge Aus- 
^^tricted comage of gold on terms and conditions such as govern the th^j. ^jen- 
'‘trahan Branches of the Royal Mmt The result ivould be that uncijjoth at 
“tical conditions the sovereign would be coined and would circulate 1 
''Home and m India ” ivoured 

(2) The India Office and the Government of India at once endeig 
to give effect to tlus recommendation , but the Deputy Haster of tl and in 
m London, by a Report that was m one respect historically imperfect, ^ and 
another economically unsound, appears to have misled both the Treasu, years 
the India Office, with the result that the Government of India aftei twi^jg^tal 
of correspondence with the Home authonties (during which every departi_22th 
detail asked for by the London Mint Master was conceded), at length- [yabie 
December, 1902 — decided to postpone the scheme imtil a more favo have 
opportumty should arise The consequences of that unfortunate stepl^ggjaj 
been the complete subjection of India’s currency and finances to 4 has 
“management” from London, and the chaotic condition of affairs tha 
led to the present investigation !ecre- 

(3) Last yeai the Government of India agam represented to the 4 bhcj 
tary of State, tlie paramount necessity of le-opemng India’s JiImt to the p^^ to 
The free comage of gold in India was again urged, but oinng apparentlr^dia 
some difference of opmion between the Government of India and the Inder 
Office regardmg the value of the gold com to be struck and the authoiity iWm 
whose instiuctions the new Indian Gold j\Imt should work, the matter is rWem 
in abeyance, and India still continues to lack the central feature of a mo 
currency S3'stemj namely, an open, free, gold Mint 

(4) I am strongly of opimon that the Bomba) Jlint should be opdian 
forthwith to the bee coinage of gold, as specificalK recommended b) the Inlfiat 
Currency Committee fourteen years ago Further, in mcw of the facts 1 
soveieigns alread) 
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(a) ore legal tender m India^ 

(if) are being rc^alasty impOT^ into India, 

(c) are now m orcolation to the extent of o^e^ £40/300/^00 in 
India , and 

(d) are daily gromng m popalant> in India 

I am of opinion that the sorereign 15 the best gold com for use aj, 
curreDc> in India If, hoiFerer, tbo departmental difficulties of coming 
sovereigns m Bombay be absolutely insupcmble by Govemnient, then on 
Indian sovereign of cxactl> the sixmo sue weight, and fineness ns the 
British Jove-rign is in mv opinion far preferable to a new Indian gold com 
of the value of ten rupees 

(5) The recommendations of the Indian Currency Committee, which 
I consider next m nuportonce, are contmned m Sections 54 59 and 60 of the 
Report Section :;4 recommends that the Dntish sovereign be made legal 
tender and current com in India. Section 60 recommends that 

' Fresh rupees should not be corned until the proportion of gold In the currency 
"u found to exceed the requirements of the public whDst Section 59 lug 
gests that When Government has occumu 

^Tated a suffiaentgoW reserve ondso long os gold isarailable in its Treasurv, 
‘fit might discharge its obligations m gold instead of rupees 
These recommendatioos dearl> lay down on active pohc} for Gox'cmment 
with the object of promoting the use of gold as currency and, U earned out 
would go far to place India s token correnc) on the most satisfa<^or) and 
stable basis. 

(6) The recommendation to make the Bntuh sovereign a legal tender 
In India was at oni^ carried out, but the other recommendation!, where not 
wholly Ignored hare bren bat indifferently observed Th nruon of the 
India Office In selUng rupees at pnees below the equivalent of gold import 
point for example was as I have already pomted out a direct incentive to 
India to use silver token currencj in preference to Bntivh sorcrcigm Nor 
was this active opposilion to the establishment of a gold currency In India 
coimtcracted In an) way bv the Government of India, In rcpl) to on inquiry 
in JIo>, ipra by the ^rachi Chamber of Commer'c as to whst »t*p! were 
bemg taken b) Givemment to pvc effect to the recommendation! of the 

Indian Curxncv Committee for popnlaruin^ soverel'm! m Indu th Govern 

ment of India replied (17th June xpis) that 

the polic} of Government Iwi been and f* 

* while refraining from taking nn> steps to forec poll on thep^’" tadu Iiir e 

^iherr obligations in sovereign! vhrmer udisire 

(my Italia) In olhe* wordi the polic> of Corenvn'mt hai b*^ in elr^ 
to ignore the recommendation of th Indian rorTtn“\ rommitt to 
« dll han e its obrition m 
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nothing in this direction unless the Indian pubhc demanded sovereigns This 
“wait-and-see” attitude has, m my opmion, greatly delayed the carrying 
out of the recommendations of the Indian Currency Committee, and is much 
to be deplored 

(7) I am of opmion that the penod of mactivity m these matters should 
now be brought to a close, and that the Indian Currency Committee’s Report 
having been accepted by Government, the recommendations contamed m that 
Report should now be acted upon without further delay The attitude of the 
Government of India m this connection, namely, to carry out the recommenda- 
tions tf the Indian piihlic so desire, seems to me weak and unbusmesshke. I 
therefore urge 

(a) That the Bombay Mmt be opened at once to the free comage 
of sovereigns, the Mint bemg eqmpped with an up-to-date re- 
finery capable of dealing promptly and efficiently with the pro- 
ducts of the Indian gold imnes , 

(b) That the Government of India now discharge its obhgations 
in sovereigns as far as possible , 

(e) That no more token comage except for replenishing wear and 
tear and loss by export, be manufactured unless and until it be 
proved that the proportion of gold m the currency exceeds the 
requirements of the pubhc* (And m this connection the sta- 
tistics of bygone years and conditions are not, of course, safe 
guides) 

(8) If Government “put their hearts” mto this business, to use Professor 
MacLeod’s expression, India will very soon have a gold currency m active 
circulation — at the Banks and in the Government Treasunes — somewhere 
"approachmg £xoo,ooo,ooo With such a currency in use, the exchange value 

of the rupee will be as permanently secured as the exchange value of the Eng- 
lish s hillin g, or the French five franc piece, or the silver dollar of the United 
States of America And that, too, without the necessity of mamtammg any 
Gold Standard Reserve, or other wasteful and possibly delusive substitute of 
that kmd 

- (9) In this connection it is desirable to recall the words of the late Sir 

Samuel Montagu m 1899* When giving evidence before the Indian Currency 
Committee, he drew the Committee’s attention to the fact that the world’s 
production of gold was then “unequalled”* Whilst strongly advocating a 
gold currency for India, he added “You would do a service, I think, to Europe 
^'if you were gradually to utilize this extraordmary surplus of gold”. Asked if 
he thought that the estabhshment of a gold standard and currency would have 
an “appreciably injunous effect on the gold market of the world,” Sir Samuel 
Montagu rephed, “I think not” Smce this opmion was given the world’s out- 
put of gold has almost doubled^ asd 15 pow on the verge of £100 000,000 per 
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flmmm. Notuitfastnpdmg the enonnoos suma of gold withdrawn from the 
world a use by the United States of Amenca by the great militaxy Pow e n 
of the Contment of Europe, and by the gro win g Sooth Amencan Republics, 
the value of gold ij cveyiriicre dimmiihing — pnees ore universally nsmg 
Ihere is ample gold, therefore, to satisfy the world s requirementa, indudi^ 
the requirements of India Moreover, the utflraation of some of tho gdd 
by India would tend to airest the present unhealthy nso m pnees, which is by 
no means wholly advantageous to a creditor naboo consisting largely of small; 
fixed wage earners — such as Great Bntami 
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